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Title  24 — Housing  and  Urban 
Development 

CHAPTER  II — OFFICE  OF  ASSISTANT  SEC¬ 
RETARY  FOR  HOUSING  PRODUCTION 
AND  MORTGAGE  CREDIT 

[Docket  No.  R-75-3581 

PART  235 — MORTGAGE  INSURANCE  AND 
ASSISTANCE  PAYMENTS  FOR  HOME- 
OWNERSHIP  AND  PROJECT  REHABILI¬ 
TATION 

Final  Regulations  for  Revised  Section  235 
Program 

On  November  7,  1975,  the  Department 
of  Housing  and  Urban  Development  pub- 
li.shed  a  proposed  rule  which  would 
amend  24  CFR  Part  235  so  as  to  establish 
conditions  for  a  revised  homeownership 
program  to  assist  lower  Income  families 
to  acquire  new  or  rehabilitated  single- 
familv  homes  and  condominium  units 
(40  FR  52216).  This  proposed  program 
would  be  carried  out  under  section  235  of 
the  National  Housing  Act. 

As  indicated  in  the  notice  of  proposed 
rulemaking,  the  revised  section  235  pro¬ 
gram  would  be  changed  in  significant 
respects  from  the  original  section  235 
program  which  was  Initiated  after  enact¬ 
ment  of  the  Housing  and  Urban  Develop¬ 
ment  Act  of  1968  but  suspended  in 
January  1973.  Several  of  these  changes 
reflect  amendments  made  in  the  author¬ 
izing  statute  by  the  Housing  and  Com¬ 
munity  Development  Act  of  1974.  Most, 
however,  were  proposed  as  means  of 
providing  assistance  to  those  with  high 
prospects  for  successful  homeownership 
without  many  of  the  problems  that  had 
arisen  In  the  original  program,  while 
also  effectively  stimulating  home  con¬ 
struction  and  expanded  employment 
oprtortunitles. 

The  Department  has  received  over  300 
responses  to  its  invitation  for  public  com¬ 
ment  on  the  proposed  rule,  all  of  which 
have  been  reviewed  and  carefully  con¬ 
sidered.  A  substantial  number  of  com¬ 
ments  either  generally  endorse  reinsti¬ 
tution  of  the  section  235  program  or 
argue  against  this  action  for  a  variety 
of  reasons.  These  comments  are  dis¬ 
cussed  below.  Following  this  discussion 
is  a  simimary  of  other  more  sg>eclfic  com¬ 
ments  received.  Department  action  on 
those  comments,  and  changes  made  In 
the  proposed  rule,  all  listed  approxi¬ 
mately  in  the  order  in  which  particular 
subjects  appear  in  the  proposed  and 
final  rule. 

General  Comments  on  Program 
Desirability 

In  addition  to  many  comments  gen¬ 
erally  endorsing  the  revised  program  as 
set  forth  in  the  proposed  rule,  a  sub¬ 
stantial  group  of  responses  objected  to 
reinstatement  of  the  section  235  pro¬ 
gram.  Reasons  given  included  abuses 
connected  with  the  section  235  program 
in  the  past,  budget  costs,  and  the  un¬ 
fairness  of  taxing  working  families  to 
subsidize  homeownership  for  a  particu¬ 
lar  income  group.  Others  argued  that 
the  revised  program  would  subsidize  an 
Industry  excessively  characterized  by  in¬ 
efficiency  and  high  costs.  With  respect  to 


past  abuses,  the  Department  believes 
that  these  can  be  very  largely  eliminated 
through  the  various  modifications  in¬ 
cluded  in  the  revised  program — many  of 
which  are  discussed  below — coupled  with 
effective  administration.  As  to  industry 
costs  and  efficiency,  the  Department 
hopes  that  with  relatively  tight  mortgage 
and  price  limits  and  adequate  imder- 
wrlting  standards,  the  revised  program 
will  support  industry  efforts  to  produce 
economical,  quality  housing.  Some  prob¬ 
lems  of  equity  will  necessarfly  remain  as 
between  those  who  do  and  do  not  re¬ 
ceive  assistance,  but  the  Department  be¬ 
lieves  that  these  are  outweighed  by  the 
advantages  of  the  revised  program,  in¬ 
cluding  its  effect  in  supporting  the  over¬ 
all  economic  recovery.  Accordingly,  the 
Department  has  detennined  to  utilize  the 
contract  authority  remaining  available 
for  the  section  235  program  for  provid¬ 
ing  assistance  generally  as  set  forth  in 
the  proposed  rule,  subject  to  a  number 
of  modifications  as  described  below. 

Specific  Comments  and  C^ianges 

1,  Program  summary.  A  new  §  235.2 
has  been  Included  in  the  regulations  out¬ 
lining  the  basic  conditions  applicable  to 
the  revised  program. 

2.  Definitions:  Adjusted  income.  Sev¬ 
eral  comments  were  received  suggest¬ 
ing  that  §  235.5(a)  of  the  proposed  rule 
be  modified  so  as  to  increase  the  amount 
of  income  that  can  be  excluded,  in  de¬ 
termining  riigibUity  or  subsidy,  because 
of  minor  dependents.  Also  it  was  sug¬ 
gested  that  toe  5  percent  exclusion  pro¬ 
vided  in  lieu  of  amounts  withheld  be 
increased  to  correspond  to  current  so¬ 
cial  security  withholding.  The  exclusion 
for  minors  is  that  authorized  in  toe 
statute  and  the  Department  does  not 
believe  that  it  should  be  increased  in 
absence  of  Congressional  direction.  As  to 
the  5  percent  exclusion,  this  is  an 
amount  administratively  allowed  imder 
toe  prior  program,  over  and  above 
amounts  specifically  authorized  by 
statute.  It  has  toe  effect  of  indirectly 
Increasing  income  limits  and  potential 
subsidy  benefits  above  those  which  are 
set  forth  in  toe  statute  and  which  are 
generally  uiKlerstood  by  toe  public  to 
apply.  Because  toe  jg>ecific  5  percent 
allowance  has  been  in  effect  for  some 
time  and  was  known  to  toe  Congress 
when  income  limits  and  other  statutory 
changes  were  approved  in  1974,  toe  De- 
partmaxt-  believei  toat  it  may  be  con¬ 
sidered  as  authorized  but.  for  reasons 
indicated,  does  not  believe  that  it  should 
.  be  increased. 

.  While  no  changes  have  been  made  to 
increase  exclusions  for  minor  depend¬ 
ents,  or  to  increase  the  5  percent  ex¬ 
clusion,  §  235.S(a)  has  been  modified  to 
clarify  the  types  of  income  that  will  be 
excluded  as  being  unusual  or  temporary. 
As  proposed,  §  235.5(a)  provided  only 
that  unusual  or  temporary  income  “as 
defined  by  toe  Secretary”  would  be  ex¬ 
cluded  in  determining  adjusted  annual 
income. 

3.  Definitions:  Family.  Several  com¬ 
ments  on  S  235.5(c)  were  received  sug¬ 
gesting  that  toe  program  be  opened  to 


■iwgW  persons  under  age  62.  It  was 
argacd  that  failure  to  provide  for  such 
panooi  amounted  to  discrimination  on 
the  basis  of  marital  status.  However,  toe 
aothorlzing  statute  specifically  indicates 
that  the  assistance  is  to  be  provided  to 
“famlUes”.  and  toe  definition  set  forth  in 
toe  propo^  rule  reflects  toe  concept 
of  family  which  has  been  traditionally 
applied  in  the  Department’s  lower  in¬ 
come  housing  programs  either  by  virtue 
of  specific  statutory  direction  or  formal 
regulation.  Accordingly,  toe  Department 
does  not  believe  that  this  definition 
should  be  modified  in  absence  of  some 
specific  manifestation  of  supporting  Con- 
gresskmal  Intent. 

4.  Definitions:  Minor.  Several  com¬ 
ments  were  received  suggesting  that 
“minor”  In  i  235.5(e)  should  be  defined 
according  to  State  law  instead  of  as  a 
person  under  age  21.  However,  toe  De¬ 
partment  believes  that  it  is  permissible 
to  have  a  single  national  standard  and 
would  p<rfnt  out  that  toe  definition  in 
the  proposed  rule  allows  a  larger  num¬ 
ber  of  Ixwome  exclusions  and  thus  pro¬ 
vides  increased  benefits  to  participating 
famlUes  than  would  result  from  exclu¬ 
sions  based  on  State  laws  which  typically 
set  majority  at  a  lower  age. 

b.  Definitions:  Substantial  rehabilita¬ 
tion.  The  definition  of  substantial  re- 
hatdlitaOon  contained  in  §  235.5(f)  has 
bem  modified  to  effect  technical  cor¬ 
rections. 

6.  EhgOfie  mortgagors:  Income  limits. 
Many  comments  were  received  on  toe 
proposed  income  limits  contained  in 
§  235.10(a)  of  the  proposed  rule,  most 
of  which  argued  that  a  limit  set  at  80 
percent  oi  area  median  income  was  too 
low  to  permit  the  program  to  operate  ef- 
feetively.  Special  problems  were  said  to 
exist  io  rural  areas  because  of  low  levels 
of  taemne  ba  such  areas.  Also,  in  several 
eases  comments  were  coupled  with  rec- 
ommendattons  that  toe  maximum  allow¬ 
able  subsidy  be  increased  so  as  to  allow 
more  lisittifies  within  the  income  limits 
to  aequire  homes.  The  Department  ap¬ 
preciates  the  fact  that  an  80  percent  of 
EardiETi  Umit  may  in  some  areas  prove  too 
kpw.  However,  the  statute  allows,  and 
the  pKHiosed  rule  provides  for,  a^ust- 
mente  in  the  80  percent  limit  as  neces¬ 
sary  to  meet  prevailing  construction 
eosts  or  baeause  of  unusually  low  median 
hm.  Jtasu  la  particular  areas.  The  Depart- 
EBCBi  wB  Biake  use' of  this  authority 
and  eapaets  that  it  will  be  sufficient  to 
pemit  families  with  a  range  of  incomes 
to  partIcliaUe  ht  the  program. 

The  DapartaMfit  contemplates  that 
toe  adjostaaents  will  be  based  on  toe 
Incomes  needed  in  toe  various  housing 
mwket  areas  to  acquire  a  newly  con- 
stmettd  standard  house  acceptable  for 
insaBEace  under  toe  program,  subject 
howcaer  to  a  maximum  income  limit 
baaed  cm  aspecified  percentage  of  median 
faiPosfiT  In  the  area,  census  region,  or 
both.  Initial  instructions  for  such  ad- 
JnstmentE  are  being  prepared  and  will  be 
prostdRi  to  Departmental  field  offices. 
These  InsCructions  will  be  available  for 
pubffc  infection  In  those  offices  and  at 
headQuartess  at  that  time.  However,  it  is 
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considered  premature  to  provide  more 
specifically  for  these  adjustments  in  the 
rule  until  such  time  as  procedures  can  be 
tested  through  initial  field  operations. 

7.  Eligibility:  Asset  limits,  stability  and 
adequacy  of  income.  Several  comments 
were  received  objecting  to  elimination  of 
assets  limits  from  §  235.10.  Also,  com¬ 
ments  were  received  from  persons  argu¬ 
ing  that  the  requirement  in  §  235.10(b) 
that  the  mortgagor’s  projected  income  be 
expected  to  continue  for  approximately 
five  years  limited  participation  by  those 
who  may  be  unable  to  secure  steady  em¬ 
ployment  because  of  discrimination  or 
would  prejudice  allowance  for  earnings 
of  working  women.  Also,  it  was  recom¬ 
mended  that  the  regulation  define  what 
level  of  monthly  income  would  be  re¬ 
garded  as  adequate  to  meet  monthly 
pasmtients. 

With  respect  to  asset  limits,  the  De¬ 
partment  believes  that  it  is  desirable  to 
permit  participation  by  families  having 
some  resources  that  will  provide  a  cush¬ 
ion  against  unforeseen  circumstances 
that  might  otherwise  lead  to  a  default. 
The  mortgage  and  maximum  sales  price 
limits  are  believed  sufficiently  low  as  to 
discourage  participation  by  families  with 
substantial  assets  who  would  ordinarily 
expect  homes  with  amenities  above  those 
likely  to  be  provided. 

A  reasonable  requirement  for  stable 
income  over  the  early  years  of  the  mort¬ 
gage  is  considered  essential  to  minimize 
defaults,  and  the  Department  believes 
that  such  a  requirement  can  be  admin¬ 
istered  without  discrimination.  As  to  the 
“adequacy”  of  income,  the  Department 
believes  that,  while  a  specific  standard 
such  as  set  forth  in  regulations  governing 
the  original  program  may  be  generally 
valid,  it  is  desirable  to  allow  greater  lee¬ 
way  for  case-by-case  decisions  to  refiect 
the  existence  of  imusual  family  obliga¬ 
tions  or  other  special  circumstances. 

8.  Eligibility:  Families  owning  homes. 
A  new  paragraph  (d)  has  been  added  to 
§  235.10  indicating  that  a  family  which 
already  owns  a  standard  home  may  pur¬ 
chase  a  new  home  under  the  revised  pro¬ 
gram  but  will  be  required  to  sell  its  pres¬ 
ent  home  unless  the  mortgagor  is  62  years 
of  age  or  older. 

9.  Counseling.  The  provision  in  §  235.11 
of  the  proposed  rule  stating  that  the 
Secretary  shall  provide  counseling  im- 
der  such  terms  and  conditions  as  the 
Secretary  may  determine  was  the  sub¬ 
ject  of  numerous  cc«nments.  Many  per¬ 
sons  stressed  the  importance  of  counsel¬ 
ing  as  a  means  of  minimizing  defaults 
and  argued  that  counseling  should  be 
made  a  condition  to  locm  approval  or 
offered  specific  suggestions  as  to  the 
types  of  counseling  services  that  should 
be  provided.  It  was  recommended  that 
the  final  regulation  be  more  specific  than 
the  proposed  regulation  on  the  subject 
of  counseling  and  that  the  Department 
provide  the  public  with  an  opportunity 
to  comment  on  the  counseling  program 
before  it  is  implemented.  The  Depart¬ 
ment  believes  that  it  Is  necessary  that 
every  mortgagor  be  provided  with  basic 
information  on  hcmieownership  respon¬ 
sibilities  and  that  this  can  be  accom¬ 


plished  through  iise  of  effective  written 
materials.  Accordingly,  S  235.11  will  re¬ 
quire  mortgagees  to  certify  that  mort¬ 
gagors  receive  a  package  of  written  coun¬ 
seling  materials  which  will  be  provided 
by  the  Depsudment.  In  addition,  the  reg¬ 
ulation  will  provide  that  mortgagors  may 
be  required  to  acc^t  further  counseling 
where  it  is  needed  and  available  fr(»n 
local  agencies  having  requisite  capabili¬ 
ties.  These  provisions  will  become  effec¬ 
tive  with  the  balance  of  the  regulation 
upon  publication  so  that  the  revised  pro¬ 
gram  may  be  implemented  without  fur¬ 
ther  delay. 

10.  Eligible  dwellings :  Types  generally. 
Numerous  comments  were  received  re- 
lati^  to  the  provision  of  S  235.13  which 
indicate  that  under  the  revised  program 
only  newly  ccmstructed  or  rehabilitated 
single-family  homes  or  condominium 
units  will  be  eligible.  It  was  argued  that 
acquisition  of  existiTig  hc«nes  should  be 
assisted  because  of  their  lower  costs  or 
so  as  to  permit  greater  use  of  the  pro¬ 
gram  in  urban  areas.  Other  comments 
urged  that  unsold  units  on  which  ccm- 
struction  started  before  October  17, 1975, 
be  included,  that  the  program  be  ex¬ 
tended  to  include  two-family,  or  two-  to 
four-family  homes,  that  it  include  mo¬ 
bile  homes  and  units  in  newly  con¬ 
structed  co<H)erative  projects.  Also,  it  was 
recommended  that  new  homes  financed 
under  a  State  housing  agency  program 
be  eligible  without  the  requirement  for 
FHA  insurance. 

With  respect  to  the  most  commonly 
advanced  suggestion — including  exist¬ 
ing  homes  or  homes  on  which  CMistruc- 
tion  started  before  October  17 — the  De¬ 
partment  has  determined  to  make  no 
change  in  the  pressed  regulation.  It 
believes  that  the  limitation  of  the  pro¬ 
gram  to  new  and  rehabilitated  xmlts  is 
necessary  to  achieve  maximum  impact 
with  limited  funds  in  stimulating  build¬ 
ing  activity  and  expanded  employment. 
Also,  exclusion  of  existing  units  avoids 
various  problems  and  abuses  associated 
with  these  units  in  the  original  program. 

The  Department  also  does  not  believe 
that  it  is  generally  appropriate  to  subsi¬ 
dize  acquisition  and  rehabilitation  imder 
the  program  of  two-family  properties, 
particularly  in  view  of  the  manage¬ 
ment  skills  and  greater  resoiirces  typi¬ 
cally  required  for  long-term  successful 
operation  of  these  properties.  MobUe 
homes  are  not  considered  eligible  under 
present  law  and  a  legal  question  also 
exists  as  to  whether  State  financed  units 
may  be  included  without  FHA  mortgage 
insurance.  However,  State  agencies  may 
participate  in  the  revised  program  as  in¬ 
sured  mortgagees  just  as  under  the  origi¬ 
nal  program.  With  respect  to  cooperative 
units,  the  Department  is  still  consider¬ 
ing  a  possible  extension  to  cooperatives 
which,  if  approved,  may  be  effected  by 
later  amendment  to  the  regulations. 

11.  Eligible  dwellings:  Marketability. 
Because  of  the  importance  of  assuring 
housing  quality  and  marketability,  and 
in  view  of  concerns  expressed  in  a  num¬ 
ber  of  comments,  the  Department  has 
modified  9  235.15  of  the  rule  as  proposed 
by  adding  a  new  paragraph  (c)  which 


specifically  provides  that  marketability 
of  all  lots  and  units  must  be  established. 

12.  Rehabilitation:  Calculation  of 
value.  Canments  were  received  which 
urged  that  rehabilitation  be  encouraged, 
but  it  was  also  suggested  that  rehabili¬ 
tation  should  be  limited  in  favor  of  new 
construction.  It  is  the  Department’s  be¬ 
lief  that  rehabilitation  should  be  en¬ 
couraged  to  the  extent  feasible,  so  that 
the  revised  program  will  tend  to  support 
urban  conservation  programs  and  efforts 
to  provide  housing  in  urban  areas  at 
lowest  total  cost.  At  the  same  time,  how¬ 
ever,  the  De];>artment  is  anxious  to  avoid 
problems  that  have  been  experienced  in 
the  past  in  rehabilitation  situations 
where  properties  have  been  acquired  and 
rehabilitated  at  a  cost  that  could  not 
be  supported  in  terms  of  the  anticipated 
market.  Accordingly,  the  Departmwit  is 
adding  to  the  regulations  a  new  9  235.16 
which  indicates  that  in  the  case  of  re¬ 
habilitation  allowable  value  cannot  ex¬ 
ceed  market  value  after  rehabilitation. 

13.  Lot  size.  In  order  to  assure  that  as¬ 
sistance  under  the  revised  program  is 
focused  on  the  provision  of  housing  and 
stimulation  of  construction,  and  to  avoid 
potential  abiises,  a  new  9  235.17  has  been 
included  which  specifically  provides  that 
a  residential  lot  for  a  home  under  the 
revised  program  may  not  exceed  one  acre 
unless  more  than  one  acre  is  needed  to 
comply  with  locsd  code  requirements  or 
to  provide  for  a  safe  and  adequate  water 
supply  or  sewage  disposal  system. 

14.  Mortgage  maturities.  A  substantial 
number  of  cMnments  were  received  urg¬ 
ing  that  9235.22(d)  of  the  rule  as  pro¬ 
posed  be  modified  so  as  to  authorize 
maturities  in  excess  of  30  years,  thus  al¬ 
lowing  lower  monthly  payments  as  prin¬ 
cipal  repayment  is  extended  over  a  longer 
period.  The  Department,  however,  does 
not  believe  that  the  relatively  small  re¬ 
duction  in  monthly  payments  resulting 
from  a  longer  term  is  sufficiait  to  offset 
the  disadvantages  of  a  higher  risk  due 
to  slower  amortization.  Accordingly,  no 
change  has  been  made  in  9  235.22(d) . 

15.  Maximum  mortgage  amount.  The 
limitations  on  maximum  mortgage 
amount  set  forth  in  9  235.25  and  9  235.26 
were  the  subject  of  numerous  comments, 
nearly  all  of  which  argued  that  the  lim¬ 
its  were  too  low  in  pcurticular  areas.  It 
was  conunonly  contended  that  the  limits 
would  make  the  program  imworkable  in 
these  areas  because  of  the  prevailing 
costs  of  construction.  Concern  also  was 
expressed  that  the  limits  would  result  in 
low  quality  housing  which  might  not  be 
marketable  in  the  future.  The  limits  set 
forth  in  the  regtfiation  are,  however, 
those  provided  in  the  authorizing  statute, 
and  while  the  Congress  is  considering 
increasing  those  limits,  the  Department 
sees  no  reason  to  delay  implnnentaticm 
of  the  revised  program.  The  regulation 
limits  may  prove  too  low  in  some  areas. 
But  the  Department  believes  that  it  will 
be  widely  possible  to  provide  quality 
housing  within  those  limits  through  re¬ 
habilitation  in  urban  areas  and  by  mak¬ 
ing  xise  of  good  planning  and  design,  in¬ 
cluding  townhouse  and  cluster  de»ign. 
while  eliminating  extras  and  amenities 
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that  are  not  essential  to  long-term  mar¬ 
ketability.  It  also  believes  that  some  of 
the  new  provisions  governing  the  revised 
program — particularly  the  limitation  on 
concentration  of  subsidized  units — 
should  help  assure  maintenance  of  ade¬ 
quate  quality  standards.  Further,  provi¬ 
sions  of  §  235.320  permitting  homes  to  be 
sold  at  prices  equal  to  120  percent  of 
mortgage  limit  should  provide  useful 
flexibility. 

16.  Increases  in  mortgage  amount  for 
families  of  five  or  more.  Sections  235.25 
and  235.30  of  the  proposed  rule  both 
would  provide  that  the  maximum  mort¬ 
gage  amoimts  otherwise  allowable  may 
be  increased  by  $3,600  in  the  case  of 
families  of  five  or  more  persons.  The  De¬ 
partment  believes  that  it  is  desirable  to 
set  forth  more  specifically  the  standards 
that  will  apply  to  such  increases  and  ac¬ 
cordingly  has  modified  §  235.25  to  add  a 
new  paragraph  indicating  that  the  $3,600 
additional  mortgage  amoimt  will  be  al¬ 
lowed  only  where  a  family  requires  four 
or  more  bedrooms  and  where  the  prop¬ 
erty  meets  certain  other  conditions  de¬ 
signed  to  assure  marketability  and  pro¬ 
tect  the  Government  against  loss. 

17.  Mortgagor’s  investment.  While 
some  comments  were  received  indicat¬ 
ing  the  desirability  of  higher  downpay¬ 
ments  than  in  the  original  program, 
many  objections  were  made  to  the  spe¬ 
cific  downpasrment  requirements  set  forth 
in  §  235.35(b)  of  the  proposed  rule.  For 
lower  priced  homes,  this  provision  in 
effect  requires  a  minimiun  investment, 
which  may  include  prepaid  expenses, 
that  is  equal  to  at  least  6  percent  of  the 
Secretar3ps  estimate  of  the  cost  of  ac¬ 
quisition.  It  was  argued  that  this  re¬ 
quirement  was  excessive,  and  that  it 
would  exclude  too  many  low-income  and 
minority  families  from  the  revised  pro¬ 
gram.  Particular  exception  was  taken 
to  the  fact  that  the  required  minimum 
investment  may  be  above  that  required 
for  purchase  of  a  home  insured  imder 
section  203(b)  of  the  National  Housing 
Act  and  that  it  was  above  the  downpay¬ 
ment  which  is  specified  in  the  authoriz¬ 
ing  statute.  Apart  from  suggestions  for 
lowering  the  minimum  investment  to 
specified  amounts  or  percentages,  several 
recommendations  were  made  that  la¬ 
bor — so-called  "sweat”  equity — ^be  al¬ 
lowed  as  a  means  of  meeting  the 
requirement. 

The  Department  has  carefully  re¬ 
viewed  the  above  comments  and  has  de¬ 
cided  to  retain  the  minimum  investment 
requirement  as  set  forth  in  the  proposed 
regulation.  The  required  investment  is 
lower  than  that  usually  required  in  the 
conventional  market  but  affords  sub¬ 
stantial  protection  against  early  default 
and  resulting  loss;  it  should  also  en¬ 
hance  public  acceptability  and  provide  a 
reasonable  offset  to  the  possibility  that 
mortgagors  who  have  purchased  with 
subsidy  assistance  may  later  enjoy  a 
substantial  gain  upon  resale,  partic¬ 
ularly  if  the  revised  program  works  as 
intended.  Further,  it  is  considered  that 
a  substantial  downpasnnent  will  encour¬ 
age  purchasers  to  exercise  greater  care 
in  selection,  thus  supporting  efforts  to 
maintain  quality  standards. 


With  respect  to  recommendations  for 
allowing  so-called  "sweat  equity”,  the 
Department  considers  that  this  is  au¬ 
thorized  under  the  proposed  regulation 
but  has  nevertheless  clarified  the  regula¬ 
tion  so  as  specifically  to  authorize  in¬ 
vestment  in  the  form  of  labor  and  to 
also  make  clear  the  allowability  as 
equity  of  a  lot  on  which  a  home  is  to  be 
built. 

18.  Limitation  on  the  number  of  mort¬ 
gages  in  a  subdivision.  Many  comments 
were  received  on  the  provisions  of 
§  235.37  limiting  the  number  and  percent¬ 
age  of  subsidized  units  that  may  be  loca¬ 
ted  in  any  subdivsiion  of  more  than  10 
homes.  A  number  of  those  commenting 
generally  endorsed  the  provision  but 
others  recommended  that  it  be  deleted 
entirely,  substantially  modified,  or  made 
inapplicable  in  various  situations.  Argu¬ 
ments  were  made  that  subsidized  and 
vinsubsidized  units  could  not  be  suc¬ 
cessfully  marketed  together.  Also,  the 
40  unit  per  subdivision  limit  was  criti¬ 
cized  as  arbitrary,  the  30  percent  limit 
was  asserted  to  be  too  low,  and  the  ref¬ 
erence  to  lots  being  marketed  under  a 
"common  promotional  scheme”  was 
challenged  as  reaching  situations  where 
different  builders  might  be  operating  in 
scattered  locations  within  a  large  area 
or  project,  such  as  a  new  town.  It  was 
claimed  that  the  limitation  was  inap¬ 
propriate  in  rural  areas  or  that  the  10 
unit  exemption  should  be  increased  for 
such  areas;  other  comments  asserted 
that  the  limitation  was  inappropriate  in 
urban  areas,  particularly  where  section 
235  mortgagors  might  have  higher  in¬ 
comes  than  other  families  in  an  area. 

The  Department  believe  that  econom¬ 
ic  integration’  and  dispersal  of  subsi¬ 
dized  units  are  essential  and  should  be 
retained  but  in  modified  form.  One 
change  is  to  eliminate  the  40  imlt  maxi¬ 
mum  since  the  Department  agrees  that 
this  may  produce  unreasonable  results 
in  particular  situations.  Also,  the  basic 
percentage  of  allowable  subsidized  xmits 
has  been  increased  from  30  percent  to 
40  percent  and  the  rule  has  been  re¬ 
stated  so  that  it  will  never  be  applied  to 
reduce  the  number  of  subsidized  units  in 
any  subdivision  below  25;  thus  a  subdivi¬ 
sion  of  up  to  25  units  would  be  effectively 
exempted  from  the  percentage  rule,  as¬ 
suming  it  met  other  program  and  plan¬ 
ning  requirements.  Further,  the  refer¬ 
ence  to  common  promotional  scheme  has 
been  deleted  and  the  limitation  re¬ 
worded  in  a  manner  which  will  provide 
Departmental  field  staff  with  reasonable 
leeway  in  appljfing  the  rule  to  particular 
developments  in  a  manner  consistent 
with  its  purpose. 

In  addition  to  establishing  an  over¬ 
all  percentage  limit  on  subsidized  units, 
the  Department  believes  that  in  order 
to  assure  soimd  underwriting  reason¬ 
able  efforts  should  be  made  to  avoid  con¬ 
centrations  of  units  within  subdivisions. 
Accordingly,  the  regulation  will  specifi¬ 
cally  provide  that  dispersal  of  subsidized 
units  within  subdivisions  will  be  required 
to  the  extent  practicable. 

The  Department  believes  that  the 
basic  40  percent  rule  should  apply  to 
projects  imdertaken  in  urban  areas  but 


that  special  exemptions  may  be  appro¬ 
priate  in  the  case  of  certain  urban  reha¬ 
bilitation  projects.  Acordingly,  the  rule 
provides  that  waivers  for  such  projects 
may  be  granted  by  the  Secretary  where 
an  aggregation  of  subsidized  units  is 
essential  to  commvuiity  redevelopment 
plans. 

19.  Reservations  of  contract  authority. 

A  number  of  comments  addressed  the 
provisions  of  §  235.38  providing  for  ad¬ 
vance  reservations  of  contract  authority. 
Concern  was  expressed  that  the  proposed 
reservations  system  would  permit  build¬ 
ers  to  tie  up  funds,  and  it  was  suggested 
that  subsidy  funds  instead  be  made  avail¬ 
able  on  a  first-come,  first-serve  basis. 
Recommendations  were  also  made  that 
reservations  be  limited  to  90  days;  that 
limits  on  reservations  per  builder  be  im¬ 
posed;  or  that  reservations  be  tied  to  the 
start  of  ccmstruction.  The  Department 
believes  that  a  system  which  will  provide 
builders  with  some  advance  assurance 
of  funding  is  important  to  the  objective 
of  stimulating  homebuilding  activity  and 
that  it  will  also  facilitate  implementation 
of  provisions  of  the  law  contemplating 
local  government  review  oi  prc^Ktsals  for 
consistency  with  local  housing  plans.  Ac¬ 
cordingly,  S  235.38  has  been  revised  so 
that  builders  or  developers  of  subdivi¬ 
sions  or  projects  of  13  or  more  subsidized 
units  will  be  required  to  secure  advance 
reservations  and  the  rule  will  so  provide. 
At  the  same  time,  however,  the  Depart- 
moit  recognizes  that  some  tightening  up 
is  appropriate  to  prevent  reservations 
from  being  held  for  long  periods  where 
no  construction  has  started.  Thus,  the 
rule  has  been  modified  to  provide  that 
reservations  may  not  be  extended  beyond 
six  mmiths  unless  construction  has 
started  before  that  time  and  that  cmly 
one  extension  will  be  granted.  Other 
changes  have  been  made  in  S  235.38  so 
as  to  spell  out  in  greater  detail  the  ap¬ 
plicable  procedures  for  obtaining  reserva¬ 
tions,  including  procedures  which  may 
be  followed  by  builders  not  subject  ix)  the 
advance  reservation  requirem^t. 

20.  Housing  assistance  plans  and  local 
review.  Several  comments  were  received 
stressing  the  need  for  consistency  with 
local  housing  assistance  plans  or  for  pos¬ 
sible  amendments  to  those  plans  in  light 
of  the  revised  program.  Amendments  to 
Housing  Assistmice  plans  are  provided 
for  in  existing  regulations  governing  the 
community  develoimient  block  grant  pro¬ 
gram,  and  amendments  to  these  regula¬ 
tions  will  be  published  in  the  near  future. 
In  order  to  assure  consistency  with  hous¬ 
ing  assistance  plans,  in  accordance  with 
section  213  (a)  and  (b)  of  the  Housing 
and  Community  Development  Act  of 
1974,  and  to  provide  for  local  comments 
in  acccKdance  with  subsection  (c)  of  that 
section,  the  rule  is  being  amended  to  add 
a  new  9  235.39  setting  forth  section  213 
ixocedures.  These  essentially  parallel 
the  statutory  wording  but  make  clear 
that,  where  the  comments  of  a  local  gov¬ 
ernment  cm  an  applicatkm  are  available 
wbra  the  appli<»tk>n  is  submitted  to 
HUD,  they  may  be  forwarded  with  the 
appli^tion,  thus  avoiding  the  delay  in¬ 
volved  in  a  subsequent  HUD  notification 
and  local  government  response.  More 
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detafled  section  213  regulations  are  being 
dev^oped  in  the  Department  which  will 
api^y  to  all  programs  subject  to  that 
section,  and  it  is  anticipated  that  these 
will  be  published  in  the  near  future. 

21.  Premium  structure.  The  Depart¬ 
ment  believes  that  the  revised  section 
235  program  should,  so  far  as  possible, 
be  actuarially  sound  so  that  mortgage 
insurance  costs  are  met  through  pre¬ 
miums  rather  than  through  uncompen¬ 
sated  charges  upon  the  insurance  ftmds 
which,  in  effect,  amount  to  a  hidden  sxd)- 
sidy.  It  believes,  that  this  approach  is 
consistent  with  sound  principles  of  budg¬ 
eting  and  cost  ctmtrol.  It  has  accord¬ 
ingly  revised  the  rule  to  add  new  §§  235.- 
202,  235.203  and  235.204  imder  which  the 
annual  mortgage  Insurance  premiiun  will 
be  increased  from  .50  percent  to  .70  per¬ 
cent.  This  involves  no  increase  in  costs 
to  subsidized  mortgagors,  since  the  ma^- 
mum  subsidy  payment  is  fixed  to  in¬ 
clude  mortgage  insurance  premium  and 
since  mortgagors  not  receiving  the  bene¬ 
fit  of  maximum  subsidy  are  in  no  evMit 
required  to  pay  more  than  20  percent 
of  their  income  towards  the  monthly 
payment,  including  premium.  The  in¬ 
crease  would,  however,  affect  mortgagors 
whose  incomes  increased  to  the  point 
that  they  are  able  to  meet  the  full  pay¬ 
ment  without  siAsidy  assistance. 

22.  Limitation  on  sales  price.  Several 
comments  were  received  recommending 
that  the  limitation  on  maximum  sales 
price  established  by  §  235.320 — 120  per¬ 
cent  of  mortgage  amoimt — be  increased. 
The  Department  has  not  ad(H)ted  this 
recommendation  because  the  limit  set 
forth  in  the  proposed  rule  provides  a 
substitute  for  an  asset  limit,  as  explained 
in  item  7.  above,  and  because  it  is  felt 
that  higher  priced  homes  would  be  diffi¬ 
cult  to  justify  in  a  program  which  per¬ 
mits  a  relatively  limited  number  of 
families  to  enjoy  the  benefits  of  h(»ne- 
ownership  with  the  benefit  of  a  substan¬ 
tial  tax  supported  subsidy. 

23.  Level  of  assistance  payments.  A 
substantial  number  of  comments  were 
received  concerning  the  provisions  of 
S  235.335  which  would  limit  the  maxi¬ 
mum  subsidy  to  an  amount  which  would 
reduce  monthly  payments  to  those 
which  would  be  required  on  a  5  percent 
interest  mortgage.  Some  of  these  com¬ 
ments  recommended  that  the  subsidy  be 
increased  because  families  with  incomes 
below  80  percent  of  median  could  not 
otherwise  afford  to  purchase  homes  at 
the  costs  prevailing  in  the  area;  others 
urged  that  the  subsidy  be  increased  in 
order  to  permit  the  program  to  serve 
lower  income  families.  Some  recom¬ 
mended  that  the  subsidy  be  increased  to 
permit  payments  equal  to  those  on  a  3 
percent  mortgage;  some  recommended 
that  payments  be  subsidized  to  a  1  per¬ 
cent  level  as  under  the  original  program. 

As  indicated  above,  the  Department 
believes  that  some  of  the  concerns  re- 
fiected  in  the  ccnnments  on  this  provi¬ 
sion  can  be  dealt  with  through  adjust¬ 
ments  in  the  maximum  family  income 
ceiling.  It  is  recognized  that  tiie  result¬ 
ing  program  will  necessarily  be  addressed 
to  families  in  a  higher  income  range  than 
the  original  section  235  program,  but  the 
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Department  believes  that  it  is  reastmable 
to  focus  assistance  upon  those  who  have 
both  a  dononstrable  need  for  assistance 
and  sufficient  income  to  provide  some 
margin  of  fiexiMlity  in  meeting  unantici- 
PMited  problems  which  may  affect  their 
capacity  to  maintain  hmneownership. 
Many  of  these  are  families  who  have 
bem  effectively  priced  out  of  the  new 
hmne  marlmt  in  recent  years  and.  in 
terms  of  income,  stand  in  the  same  rela¬ 
tionship  to  families  at  the  time  the  Sec¬ 
tion  235  program  was  initially  author¬ 
ized.  These  higher  incone  families  will 
commonly  have  good  prospects  for  in¬ 
come  increases  that  will  hdp  offset  in¬ 
creases  in  utility  and  other  costs  of 
homeownership. 

The  subsidy  provided  under  the  pro¬ 
posed  regulation  also  avoids  very  high  per 
unit  costs  involved  in  paying  the  full  sub¬ 
sidy  at  present  day  interest  rates;  these 
costs  would  severely  restrict  the  number 
of  families  tiiat  could  be  assisted  with  the 
funds  available  for  commitment  and 
greatly  the  effectiveness  of  the 

revised  program  in  stimulating  home 
construction  and  employment. 

24.  Assistance  payments  and  handling 
charges.  For  clarification,  S  235.335  has 
been  amended  by  addition  of  a  new  para¬ 
graph  indicating  that  in  calculating  the 
monthly  homeownershH>  paymaits  to 
which  each  mortgagor  is  expected  to  con¬ 
tribute  at  least  20  percent  of  his  adjusted 
monthly  income,  special  assessments 
levied  by  governmental  bodies  are  to  be 
included  as  “taxes”,  while  ground  rents, 
homeowners’  association  assessments  or 
special  assessments  levied  by  nongovern¬ 
mental  entitles  are  not  to  be  included. 

25.  Mortgagor  recertification  of  income. 
Two  points  in  the  pr(H)osed  recertifica¬ 
tion  provisions  of  §  235.350  drew  con- 
ment:  (1)  Recertification  on  a  calendar 
year  (rather  than  anniversary  date) 
basis  caused  concern  for  the  proUem 
of  larger  volume  lenders  in  spresuling 
workload  evenly  rather  than  ccmcentrat- 
ing  it  around  the  time  of  filing  Fed¬ 
eral  incmne  tax  returns;  and  (2)  exami¬ 
nation  of  these  tax  returns  by  mcnrtgagee, 
rather  than  government,  personnel  was 
seen  as  a  threat  to  privacy  of  mortgagors. 

The  Department  considers  strict  in¬ 
come  recertification  requirements  to  be 
essential  to  fair  and  proper  management 
of  the  program.  The  final  regiilations 
provide  for  both  strong  safeguards  and 
mortgagee  flexibility  in  processing  re¬ 
certification,  as  follows:  (1)  A  new  re¬ 
quirement  obligates  each  section  235 
mortgagor  to  report  to  the  mortgagee 
servicing  the  loan  each  increase  in 
monthly  family  income  (except  income 
of  minors)  of  $50  or  more;  (2)  the 
mortgagee  is  permitted  to  obtain  recer¬ 
tification  no  earlier  than  60  dasrs  before 
and  no  later  than  30  days  after  the  an¬ 
niversary  date  of  the  mortgage,  stnd  (3) 
the  mortgagee  is  required,  by  a  new  ad¬ 
dition  to  the  regulations,  to  report  to 
HUD  any  substantial  difference  observed 
between  the  incmne  certified  and  re¬ 
ported  by  the  mortgagor  and  the  income 
which  the  mortgagor  has  stated  was  re¬ 
ported  on  the  tax  return  (or  returns  when 
family  members  file  separately)  for  the 
applicable  period  of  tiiro  covered  by  the 
recertification.  The  requirement  that 


the  mortcagoT  provide  a  copy  of  his 
Federal  income  tax  return  to  the  mort¬ 
gagee  at  the  time  of  recertification  has 
been  eliminated.  In  its  place  is  a  new  re¬ 
quirement  that  the  mortgagor  report  to 
the  mortgagee,  at  the  time  of  application 
for  assistance  and  at  the  time  of  each 
annual  recertification,  the  amount  of 
total  income  prior  to  adjustments  re¬ 
ported  by  the  mortgagor  in  his  most  re¬ 
cent  Federal  income  tax  return.  For 
purposes  of  further  verification  of  in¬ 
come,  the  mmtgagor  will  also  be  re¬ 
quired  to  agree  that  the  Secretaiy  may 
request  a  copy  of  the  mortgagor’s  Fed¬ 
eral  income  tax  returns  from  the  Ih- 
temal  Revenue  Service. 

26.  Termination,  suspension  and  rein¬ 
statement:  Servicing  requirements  and 
procedures.  Several  comments  arere  re¬ 
ceived  suggesting  that  additional  provi¬ 
sions  be  added  providing  for  administra¬ 
tive  hearings  before  a  suspension  or 
termination  of  payments  results  In  fore- 
closme  or  recommendiiig  that  the  pro¬ 
posed  rule  be  expanded  to  set  forth  for¬ 
bearance  and  servicing  requirements  af¬ 
fecting  the  interests  of  mortgagors.  The 
Department  is  currmtly  considering 
whether  to  adopt  additional  regulations 
in  the  area  or  servicing  obligations,  for¬ 
bearance  and  foreclosure  procedures 
with  respect  to  home  morti^ige  programs 
generally. 

27.  Termination  of  subsidy  on  resale. 
A  number  of  comments  were  received  to 
the  effect  that  assistance  payments  un¬ 
der  the  revised  program  should  be  con¬ 
tinued  upon  sale  of  the  imit  to  an  eligi¬ 
ble  purchaser  or  assumptor.  Under  the 
proposed  rule,  payments  terminate  in 
'the  ev^t  of  sale  (S  235.375(a)  (2)).  The 
comments  argued  that  continuation  of 
the  payment  would  enhance  marketa¬ 
bility  and  reduce  the  likelihood  cd  de¬ 
fault  in  situations  where  a  mortgagor 
could  not  otherwise  find  a  purchaser. 
The  Department  agrees  that  some  ad¬ 
vantages  would  fiow  from  a  rule  that 
would  extend  the  subsidy  to  subsequent 
purchasers,  but  believes  that  marketabil¬ 
ity  problems  should  be  minimized  with 
the  dispersal  requirements  and  through 
adequate  design.  Continuatitm  of  the 
subsidy  does  not  contribute  to  a  major 
purpose  of  the  program — stimulating 
construction  activity  at  the  presoit 
time — and  adds  to  the  total  and  long¬ 
term  costs  of  the  program.  Accordingly, 
no  change  has  been  made  in  the  regula¬ 
tions. 

28.  Civil  rights  and  equal  opportunity 
requirements.  A  number  comments 
were  received  suggesting  that  the  pro¬ 
posed  rule  be  amended  to  specify  ap¬ 
plicable  equal  opportunity  and  related 
requirements.  The  Department  has  in¬ 
cluded  in  the  provisions  of  S  235.38,  pro¬ 
visions  which  make  it  clear  that  site  se- 
lecti(»i  and  afDrmative  marketing  re¬ 
quirements  must  be  met  in  cmmection 
with  requests  for  preliminary  reserva¬ 
tions.  However,  it  has  not  sought  to  in¬ 
clude  specific  citations  to  an  dvU  rights 
and  equal  opportunity  requirements  be¬ 
cause  it  bdieves  that  such  existing  gen¬ 
eral  requirements  apply  by  their  terms 
and  that  specific  reference  or  restate¬ 
ment  might  be  considered  to  infer  that 
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these  requirements  were  not  equally  im¬ 
portant  in  other  programs  of  the  Depart¬ 
ment  which  operate  under  regulations 
containing  no  comparable  specific  provi¬ 
sions  or  references.  Applicable  general 
requirements  include  relations  provid¬ 
ing  for  enforcement  of  title  VI  of  the 
CivU  Rights  Act  of  1964  (24  CPR  Part  1) , 
Executive  Order  No.  11246  (24  CFR  130), 
section  3  of  the  Housing  and  Urban  De¬ 
velopment  Act  of  1968  (24  CPR  Part  135) , 
and  title  vn  of  the  Civil  Rights  Act  of 
1968  (24  CPR  Parts  100  and  105),  and 
the  aflBrmative  marketing  and  site  selec¬ 
tion  requirements  set  forth  in  subparts 
M  and  N  of  24  CPR  Part  200. 

29.  Allocation  of  funds.  Comments  were 
received  suggesting  that  funds  be  set 
aside  for  State  housing  agencies  and  that 
procedures  be  developed  that  would  tend 
to  assure  commimities  the  fimds  needed 
for  carrying  out  local  housing  plans.  Also, 
concern  was  expressed  that  the  provi¬ 
sions  of  section  213(d)  of  the  Housing 
and  Community  Developmait  Act  of 
1974  would  not  provide  sufficient  funding 
for  non-urban  areas.  The  Department  is 
required  to  allcx^ate  funds  for  the  revised 
program  under  213(d)  but  has  not  yet 
fully  completed  procedures  for  making 
specific  allocations.  In  order  to  permit 
the  program  to  begin  as  early  as  possible, 
however,  an  initial  spm  of  $50  million 
will  be  allocated  for  use  by  the  Depart¬ 
ment’s  field  offices  using  the  same  for¬ 
mula  factors  as  have  been  employed  in 
the  housing  assistance  program  author¬ 
ized  under  section  8  of  the  United  States 
Housing  Act  of  1937.  An  additional  $50 
million  will  be  provided  in  the  next  30 
days.  The  Department  Is  considering 
set  asides  for  urban  rehabilitation  pro¬ 
grams,  and  other  specific  uses,  in  con¬ 
nection  with  the  allocation  *01  the  re¬ 
maining  approximately  $160  million. 

30.  Recapture  of  subsidy  payments. 
Several  comments  were  submitted  point¬ 
ing  to  the  possibility  that  mortgagors  who 
sell  their  homes  might  realize  substan¬ 
tial  gains  and  suggesting  that  they  be 
required  to  repay  so  much  of  the  gain 
as  represented  subsidy  paid  to  their  bene¬ 
fit.  One  recommendation  was  that  re¬ 
payment  be  required  in  decreasing 
amounts,  so  that  a  smaller  percentage 
of  the  g^  would  have  to  be  repaid  by 
mortgagors  who  occupied  their  homes 
for  longer  periods  of  time.  The  Depart¬ 
ment  believes  that,  even  if  such  a  pro¬ 
vision  were  authorized,  effective  and 
equitable  application  would  be  difficult. 
It  also  considers  that  in  some  circum¬ 
stances  a  repasmient  requirement  might 
lead  to  defaults  by  mortgagors  who 
otherwise  would  have  a  strong  motivation 
to  retain  or  secure  purchasers  for  their 
homes.  Also,  it  is  noted  that  the  Congress 
earlier  this  year  considered  and  rejected 
a  similar  provision  in  connection  with 
proposed  legislation  which  would  have 
authorized  Federal  assistance  to  enable 
families  to  purchase  homes  with  mort¬ 
gages  bearing  below  market  interest 
rates. 

The  D^artment  has  determined  that 
these  proposed  regulations  will  not  have 
an  environmental  impact,  as  defined  in 


HUD  Handbook  1390.1.  The  finding  of 
inapplicability  may  be  inspected  during 
regular  business  hours  in  the  Office  of  the 
Rules  Docket  Clerk,  Office  of  thefJeneral 
Counsel,  Room  10245,  Department  of 
Housing  and  Urban  Development,  451- 
7th  Street.  S.W.,  Washington,  D.C.  20410. 

Accordingly,  Title  24,  Part  235,  is 
amended  by  revising  Subparts  A,  B,  and 
C  to  read  as  follows : 

Subpart  A— Ganaral;  Bigibility  Raquiremants — 
Homes  for  Lower  Income  Families 

Sec. 

235.1  Incorporation  by  reference. 

235.2  Basic  program  outline. 

235.5  Definitions  used  In  this  sUbpart. 

235.7  Application  and  commitment  ex¬ 
tension  fees. 

235.10  Eligible  mortgagors. 

235.11  Homeownersbip  counseling. 

235.15  Eligible  types  of  dweUings. 

235.16  Value  of  property  after  rehabilita¬ 

tion. 

235.18  Lot  size. 

235.20  Requirements  for  family  unit  In 
condomlniiun. 

235.22  Mortgage  provisions. 

235.25  Maxlmimi  mortgage  amount. 

235.30  Increased  maximum  mortgage 
amount-high  cost  areas. 

235.35  Mortgagor’s  Investment. 

235.37  Limitation  on  concentration  of 

units  in  a  subdivision. 

235.38  Reservations  of  contract  authority. 

235.39  Local  government  cmnment  proce¬ 

dures. 

235.40  Late  charge. 

235.45  Eligibility  requirements  for  pur¬ 
chaser  from  rehabilitation  sales 
project. 

Subpart  B — Contract  Rights  and  ObIHntions — 
Homes  for  Lower  Income  Families 

235.201  Incorporation  by  reference. 

235.202  Amount  of  Initial  MIP. 

235.203  Adjustment  of  initial  MIP. 

235.204  Amount  of  annual  MIP. 

235.205  Deed  in  lieu  of  forecloeure. 

235.215  Method  of  paying  Insurance  bene¬ 
fits. 

235.220  Condition  of  property. 

Speciai,  Pkovisions  Applicabix  Onlt  to 
Mortgages  Involving  CoNDomNiOM  Units 

235.221  Waived  title  objections. 

235.225  Changes  in  plan  of  apartment  own¬ 
ership. 

2351230  Condition  of  multlfamUy  structure. 
235.235  Certificate  or  statement  of  condi¬ 
tion. 

235.240  Assessment  of  taxes. 

235.245  Certificate  of  tax  assessment. 
235.250  CanceUatlon  of  property  insurance. 

Subpart  C — Assistaitce  Payments — Homes  for 
Lower  Income  Families 

235.301  Definitions. 

235.305  Contract  for  assistance  payments. 
235.310  Execution  of  assistance  pairment 
contract. 

235.315  Qualified  homeowners. 

235.320  Limitation  of  sales  price. 

235.325  Qualified  cooperative  members. 
235.330  Cooperative  units  eligible  for  as¬ 
sistance  payments. 

235.335  Assistance  payments  and  handling 
charges. 

235.340  Time  of  payments. 

235.345  Term  of  Assistance  Contract. 
235.350  Mortgagor’s  required  recertification. 
235.355  Mortgagor’s  optional  recertification. 
235.360  Adjustment  in  assistance  payments. 
235.365  Mortgagee  recwds. 

235.370  Effect  of  assignment  of  mortgage 
with  an  assistance  payment  con¬ 
tract. 


Sec. 

235.375  Termination,  suspension,  or  rein¬ 
statement  of  the  assistance  pay¬ 
ments  contract. 

235.499  Effect  of  amendments. 

Authority:  Sec.  211,  52  Stat.  23,  as 
amended,  sec.  235,  82  Stat.  477,  as  amended; 
12  UB.C.  1715b,  1715Z. 

Subpart  A — Eligibility  Requirements — 
Homes  for  Lower  Income  Families 

§  235.1  Incorporation  by  reference. 

(a)  All  of  the  provisions  of  Subpart  A, 
Part  203  of  this  chapter  concerning  eli¬ 
gibility  requirements  of  mortgages  cov¬ 
ering  one-  to  four-family  dwellings  un¬ 
der  secticm — 203  of  the  National  Housing 
Act  f^ply  to  mortgages  insured  under 
section  235(1)  of  the  National  Housing 
Act,  except  the  following  provisions: 

Sec. 

203.12  Application  and  commitment  exten¬ 
sion  fees. 

203.16  Certifioste  and  contract  regarding 

use  of  dwelling  for  transient  or 
hotel  purposes. 

203.17  Mortgage  provisions. 

203.18  Maximum  mortgage  amounts.  . 

203.19  Mortgagor’s  minimum  investment. 
203.25  Late  charge. 

203.28  Economic  soimdness  of  project. 

203.29  Eligible  mortgages  in  Alaska,  Ouam, 

or  Hawaii. 

203.33  Relationship  of  Income  to  mortgage 
pairments. 

203.36  Certificate  and  contract  regarding 
use  of  dwelling  for  transient  or 
hotel  purposes. 

203.38  Location  of  dwelling. 

203.42  Rental  properties. 

203.43  Eligibility  of  miscellaneous  tirpe 

mortgages. 

203.44  EligibUity  of  open-end  advances. 
203.50  through  203.102  Insured  home  im¬ 
provement  loans. 

(b)  For  the  purposes  of  this  subpart, 
all  references  in  Part  203  of  this  chapter 
to  section  203  of  the  Act  shall  be  con¬ 
strued  to  refer  to  section  235  of  the  Act. 

§  235,2  Basic  program  outline. 

This  Part  authorizes  assistance  to  aid 
lower  income  families  to  acquire  home- 
ownership.  After  January  5,  1976,  that 
assistance  shall  be  granted  only  under 
subparts.  A,  B  and  C  in  accordance  with 
the  following  basic  conditions  as  further 
described  in  those  sul^iarts. 

(a)  Assistance  will  be  in  the  form  of 
monthly  payments  by  the  Secretary  to 
the  mortgagee  to  reduce  interest  costs  cm 
an  insured  market  rate  home  mortgage 
to  as  low  as  five  percent  if  the  home- 
owner  cannot  afford  the  mortgage  pay¬ 
ment  with  20  percent  of  his  income. 

(b)  The  amount  of  subsidy  will  vary 
according  to  the  income  of  each  home- 
owner  and  the  total  amount  of  the  mort¬ 
gage  pairment  at  the  market  rate  of  in- 
ter^t.  Family  income  and  mortgage 
limits  sure  established  for  eligibility  in 
esu:h  locsdity. 

(c)  Assistance  will  be  limited  to  mort- 
gsigors  who  purchase  for  occupancy  new 
or  substsuitially  rehabilitated  single  fam¬ 
ily  or  condominium  imits. 

(d)  ’The  mortgagor  must  have  paid  in 
csish  or  its  equivsdent  the  greater  of  (1) 
3  percent  of  the  first  $25,000  of  acquisi- 
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Uon  cost  plus  10  percent  of  the  acquisi¬ 
tion  cost  in  excess  of  $25,000;  or  (2)  6 
percent  of  the  total  acquisition  cost, 
which  may  include  payment  of  items 
of  prepaid  expenses. 

(e)  Assistance  payments  will  be  ter¬ 
minated  upon  the  sale  oi  the  property. 

§  23S.5  Definkioiis  naed  in  this  aal^Mrt. 

As  used  in  this  subpart,  the  following 
terms  shall  have  the  twining  indicated: 

(a)  “Adjusted  annual  incmne”  means 
the  annual  family  income  remainbig 
after  making  certain  exclusions  from 
gross  annual  income.  The  following  items 
shall  be  excluded,  in  the  order  listed, 
frcnn  family  gross  annual  income: 

(1)  5  percent  oi  such  gross  annual 
inccHne,  in  lieu  ot  amounts  to  be  with¬ 
held  (social  security,  retirement,  health 
insurance,  etc.)  regardless  of  the  actual 
amount  of  such  wlthhdldlngs; 

(2)  Any  unusual  inccxne  or  temporary 
income,  such  as  overtime  pay  which  will 
be  discontinued,  income  of  a  secondary 
wage  earner  which  will  terminate,  unem¬ 
ployment  compensation  which  does  not 
occur  regulaiiy,  or  other  incmne  of  a 
temporary  nature  which  will  be  or  has 
beoi  disccmtinued. 

(3)  The  income  of  each  minor  in  the 
family  who  is  living  with  such  family, 
plus  the  sum  of  $300  for  each  such  minor. 

(b)  “Displaced  family”  means  a  fam¬ 
ily  displaced  fn»n  an  mban  renewal 
area,  or  as  a  result  of  a  governmental 
action,  or  as  a  result  of  a  major  disaster 
as  determined  by  the  President. 

(c)  “Family”  means  (1)  two  or  more 
persons  related  by  blood,  marriage,  or 
operation  of  law.  who  occupy  the  same 
unit;  (2)  a  handicapped  persmi  who  has 
a  physical  inmairment  which  is  expected 
to  be  of  continued  duration  which  sub¬ 
stantially  impedes  his  ability  to  live  in¬ 
dependently.  and  which  would  be  im¬ 
proved  by  more  suitable  housing;  or  (3) 
a  single  person.  62  years  of  age  or  (dder. 

(d)  “Gross  annual  income"  means  the 
total  income,  before  taxes  and  other  de¬ 
ductions,  received  by  all  monbers  ot  the 
mortgagor’s  household.  There  shall  be 
included  in  this  total  income  all  wages, 
social  security  payments,  retirement  ben¬ 
efits,  mllitaiT  snd  veteran’s  disability 
paymaits,  unemtteyment  benefits,  wel¬ 
fare  benefits,  interest  and  dividend  pay¬ 
ments,  and  such  other  income  items  as 
the  Secretary  considers  {4)propriate. 

(e)  “Minor”  means  a  person  ui^er  the 
age  of  21.  As  used  in  this  sulH>art,  minor 
shall  not  include  a  mortgagor  or  his  or 
her  spouse. 

(f)  “Substantial  rriiabilitaticm”  means 
the  improvement  of  a  unit  in  substand¬ 
ard  condition  to  a  decent,  safe  and  sani¬ 
tary  level,  meeting  FHA’s  standards  for 
mortgage  insurance.  Units  are  in  sub¬ 
standard  condition  when,  while  they  may 
be  structurally  sound,  they  do  not  pro¬ 
vide  safe  and  adequate  shelter,  and  in 
their  present  condition  endanger  the 
health,  safety,  or  wdl-being  of  the  oc¬ 
cupants.  Such  housing  has  (me  or  more 
defects,  or  a  comUnation  of  potential 
defects  in  sufficient  number  or  extoit  to 
require  considerable  repair  ch:  rebuild^, 
or  is  of  Inadequate  original  (xmstruction. 
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The  defects  are  either  so  critical  or  so 
widespread  that  the  structure  should  be 
extensive  repaired.  The  estimated  cost 
of  the  rdiabilitaticm  should  nonnally 
not  be  less  than  25  percent  ol  the  value 
of  the  property  (including  land)  after 
rehabilitation.  The  rtiiabilitaticm  should 
be  of  such  scope  that,  when  completed, 
all  the  components  in  the  house  are  op¬ 
erable  and  should  not  be  anticipated  to 
require  any  work  or  majcK  expense  over 
and  above  normal  maintenance  for  the 
first  one-fourth  to  one-third  of  the  mort¬ 
gage  term. 

§  235.7  Application  and  conunitment 
extension  fees. 

All  of  the  provisions  of  S  203.12  of  this 
chapter,  concerning  aimllcation  and 
commitment  extension  fees,  apply  to 
mortgages  insured  imder  this  part,  ex¬ 
cept  that  the  mcurtgagee  shall  not  be  re¬ 
quired  to  pay  an  t^idication  or  a  com¬ 
mitment  extension  fee  whore  the  dwell¬ 
ing  or  family  unit  involved  is  being  re¬ 
leased  from  a  project  mortgage  which  is 
insured  at  the  time  of  the  release  undo: 
one  of  the  parts  of  this  chapter. 

§  235.10  F.Kgihlc  mortgagors. 

(a)  To  be  digible  under  this  sutmert, 
the  mortgagor  shall  have  an  adjusted 
annual  income  which  shall  not  exceed  at 
the  time  of  initial  occupancy  80  percent 
of  the  median  income  for  the  area,  with 
adjustments  for  smaller  and  larger  fami¬ 
lies.  as  determined  by  the  Secretary,  ex¬ 
cept  that  the  Secretury  may  estaMish 
income  ceiUnga  which  are  higher  based 
up(m  the  Secretary’s  determination  that 
such  higher  ctilings  are  necessary  be¬ 
cause  of  prevailing  levels  of  construction 
costs,  unusiially  low  median  family  in¬ 
comes  or  such  other  factors  as  the  Secre¬ 
tary  may  deem  to  be  necessary  to  carry 
out  the  purposes  of  this  part.  The  per¬ 
centage  of  median  income  for  smaller 
and  larger  families  shall  be  as  follows: 


Persona  par  famUy: 

1  . 

a  . 

s _ 

4  . 

5  _ 

6  _ 

7  _ _ _ 

8  or  mors _ 


of  Median 
Familf  Income 

-  50 

_  64 

-  73 

-  80 

-  86 

_  90 

—I -  95 

-  100 


(b)  In  addition  to  the  inccxne  limita¬ 
tions  set  forth  in  paragraph  (a)  of  this 
sectkm,  a  mortgagor  must  establish  that 
his  income  is  and  will  be  adequate  to 
meet  his  portion  of  the  periodic  payments 
required  in  the  mortgage  stibmitted  for 
insurance.  Only  that  part  of  the  mort¬ 
gagor's  income  which  can  be  expected  to 
(xmtinue  for  approximatdy  the  first  five 
years  of  the  mortgage  term  will  be  ood- 
sidered  effective  income  for  the  purpose 
of  (ietermining  the  adequacy  of  the  mort¬ 
gagor’s  income. 

(c)  The  mortgagor  shall  agree  to  re¬ 
certify,  on  a  form  prescribed  by  the 
Secretary,  as  to  occupancy,  employment, 
family  cmnposition  and  income  who¬ 
ever  one  of  the  following  events  takes 
Idace: 


(1)  Annually,  no  earlier  than  60  days 
before  and  no  later  than  30  days  after 
the  anniversary  date  of  the  mortgage  or 
at  such  other  anniversary  date  as  set 
by  the  Secretary; 

(2)  No,  more  than  30  days  after; 

(i)  TIk  mortgagor  or  any  adult  (21 
years  or  older)  member  of  the  family  re¬ 
siding  in  the  househ(dd  changes  or  be¬ 
gins  employment  vdiich  results  in  an 
increase  in  the  family  income  reported 
in  the  original  application  for  assist¬ 
ance  or  the  most  recent  recertification. 

(ii) The  gross  family  income  (except 
income  of  minors)  increases  at  least  $50 
per  month. 

(3)  At  such  other  times  as  the  Secre¬ 
tary  may  require. 

(d)  Assistance  payments  may  be  used 
to  assist  a  family  owning  a  standard 
h(xne  to  purchase  a  new  home,  but  a 
family  already  owning  a  home  must  sell 
its  ixesent  property  and  may  not  rent 
that  property  out  to  another  and  occupy 
the  subsidized  unit 

§  235.11  Homcowneralup  CowHding. 

The  Secretary  will  make  available  a 
counseling  information  package  to  m<urt- 
gagees,  reservation  recipi«itB  and  sdlers 
participating  in  this  luogram,  who  will 
be  required  to  distribute  the  package  to 
potential  purchasers,  liaterial  will  in¬ 
clude  Information  on  home  purchase  pro- 
cediues,  property  maintenance,  and 
other  homeownership  responsibilities.  A 
certification  by  the  reservation  reciFtoit 
seller  or  mcutgagee  that  the  prospective 
homeowner  has  received  the  counseling 
information  package  must  accompany 
each  applkaition  for  a  firm  <x>mmitment. 
In  addition,  some  field  office  JuiisdicUons 
are  served  bv  HUD  approved  agencies 
offering  counseling.  Where  such  counsel¬ 
ing  is  available  and  if  the  applicant  has 
never  owned  a  home,  (v  where  in  the 
opinicm  of  the  Secretary  Uie  applicant 
will  bm^t  from  counseling,  successful 
completion  of  homeownership  counseling 
may  be  required  before  the  Secretary  will 
endorse  the  loan. 

§235.15  EUgiUe  Types  of  DweOfaws. 

(a)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  prior  to  January  1. 
1976,  the  mortgage  shall  invedve  one  of 
the  following  types  of  dwdlings: 

(1)  A  singte  family  dwelling,  concern¬ 
ing  which  Uie  ai^lication  for  insurance 
is  approved  by  the  Secretary  prior  to  the 
beginning  of  ccmstruction  or  prior  to  Uie 
beginning  of  rehaUlitation. 

(2)  A  two-family  dwelling,  one  of  the 
units  of  which  is  to  be  occupied  by  the 
owner,  which  is  approved  by  the  Secre¬ 
tary  i^r  to  the  beginning  of  substantial 
rdiabilitati(m. 

(3)  A  one-family  unit  in  a  condo¬ 
minium  project  (together  with  an  un¬ 
divided  Interest  in  the  common  areas  and 
facilities  serving  the  project)  which  is 
released  from  a  multlfam^  project,  the 
construetkm  or  substantial  rehabilita¬ 
tion  of  adikh  Shan  have  been  completed 
not  more  than  2  years  prior  to  the  filing 
of  the  application  for  assistance  pay¬ 
ments  under  Subpart  C  of  this  Part.  The 
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family  unit  shall  have  had  no  previous 
occupant  other  than  the  mortgagor. 

(4)  An  existing  single  family  dwelling 
or  a  family  imit  in  an  existing  condomin¬ 
ium  project  which  meets  such  standards 
as  the  Secretary  may  prescribe  and 
which  is  to  be  occupied  by  a  mortgagor 
of  one  of  the  following  types: 

(i)  A  displaced  family. 

(ii)  A  family  that  has  been  occupying 
low  rent  public  housing. 

(iii)  A  family  with  five  or  more  minor 
persons. 

(5)  A  family  unit  in  an  existing  project 
which  is  released  from  a  multifamily 
project  covered  by  a  mortgage  insured 
pursuant  to  §  236.1  et  seq.  or  which  is  re¬ 
leased  frcxn  a  multifamily  project  in 
which  the  housing  owner  has  been  re¬ 
ceiving  rent  supplement  payments  pur¬ 
suant  to  §  5.1  et  seq.  of  this  title. 

(6)  An  existing  single  family  dwelling 
or  a  family  unit  in  an  existing  condo¬ 
minium  project  concerning  which  as¬ 
sistance  payments  have  been  made  on 
behalf  of  the  previous  owner  of  the 
dwelling  or  family  unit,  if  the  prevloiis 
owner  was  the  mortgagor  imder  a  mort¬ 
gage  insured  pursuant  to  §  235.45. 

(7)  An  existing  single  family  dwelling 
or  a  family  unit  in  an  existing  condo¬ 
minium  project  which  meets  such  stand¬ 
ards  as  the  Secretary  prescribes  and 
concerning  which  an  application  for  as¬ 
sistance  payments  is  filed  pursuant  to 
§  235.301  et  seq.  and  approved  prior  to 
July  1,  1971. 

(b)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  on 
and  after  January  5, 1976,  the  mortgage 
shall  involve  only  the  types  of  dwellings 
identified  in  paragraphs  (a)(1)  or  (a) 
(3)  of  this  section,  the  construction  or 
rehabilitation  of  which  shall  have  begun 
after  October  17,  1975. 

(c)  The  marketability  of  all  lots  or 
units  to  be  developed  or  rehabilitated 
must  be  established. 

§  235.16  Value  of  property  after  reha¬ 
bilitation.  • 

Value  after  r^abilitatioi  will  be  based 
upon  the  market  data  approabh  utiliz- 
ii^  similarly  rehabilitated  property  sales 
data.  The  value  of  a  rehabilitated  prop¬ 
erty  will  be  the  lesser  of  the  following: 

(a)  Value  before  rehabilitation  (“as 
is”)  plus  the  cost  of  rehabilitatlcm. 

(b)  Acquisition  cost  plus  the  cost  of 
rehabilitation. 

(c)  Market  value  after  rehabilitation. 

A  property  rehabilitated  and  offered  as 
security  for  a  subsidized  mortgage  must 
be  fully  marketable  in  the  neighborhood 
without  the  benefit  of  the  subsidy. 

§  235.18  Lot  size. 

Homeownership  assistance  payments 
may  not  be  used  to  permit  acquisition  of 
land  In  excess  of  requirements  for  an 
adequate  residential  site,  even  though 
the  cost  of  land  may  be  cheaper  in  out- 
l3dng  areas.  Accordingly,  lots  for  use  im¬ 
der  the  program  authorized  by  this  Part 
shall  not  exceed  one  acre  unless  more 
than  one  acre  is  needed  to  comply  with 
local  code  requirements  or  to  provide  for 


a  safe  and  adequate  water  supply  and 
sewage  disposal  system. 

§  235.20  Requirements  for  family  unit 
in  condominium. 

Where  the  dwelling  involved  is  a  one- 
family  unit  in  a  condominium  project, 
the  following  additional  requirements 
shall  be  met: 

(a)  Family  unit  eligibility.  The  fam¬ 
ily  imit  must  be  located  in  a  project 
which  has  been  financed  with  a  mortgage 
which  is  or  has  been  insured  under  any 
of  the  FHA-multifamily  housing  pro¬ 
grams  other  than  sections  213(a)  (1)  and 
(2)  of  the  National  Housing  Act:  Pro¬ 
vided.  That,  this  FHA  mortgage  financ¬ 
ing  rule  does  not  apply  to  projects  involv¬ 
ing  11  or  less  units  nor  to  existing  public 
housing  units  concerning  which  there 
has  been  established  a  condominium 
which  meets  such  standards  as  the  Sec¬ 
retary  may  prescribe  and  for  which  the 
mortgaigor  qualifies  as  a  family  occupy¬ 
ing  low-rent  public  housing. 

(b)  Plan  of  apartment  ownership.  The 
project  in  whidi  the  family  unit  is  lo¬ 
cate  shall  have  been  committed  to  a 
plan  of  apartment  ownership  by  enabling 
deed,  deed  of  constitution,  public  deed,  or 
other  recorded  instrument  which  has 
been  approved  by  the  Secretary  and 
which  is  certified  by  the  mortgagee  as 
acceptable  and  binding  within  the  Juris¬ 
diction  where  the  project  is  located. 

(c)  Certificate  by  mortgagee.  Ihe 
mortgagee  shall  certify  as  to  each  of  the 
following: 

(1)  That  the  individual  deed  for  the 
family  unit  to  be  covered  by  an  FHA- 
insured  mortgage  complies  with  all  legal 
requirements  of  the  Jurisdiction  and  that 
ownership  thereunder  is  subject  to  the 
plan  of  apartment  ownership. 

(2)  That  the  mortgagor  has  good  and 
mEU*ketable  title  to  the  family  unit  sub¬ 
ject  only  to  the  mortgage  which  is  a  valid 
first  lien  on  the  property. 

(3)  That  the  family  unit  is  assessed 
and  subject  to  assessment  for  taxes  per¬ 
taining  to  the  unit. 

(d)  FHA  controls  for  consumer  and 
public  interest.  The  Secretary  may  re¬ 
quire  the  execution  of  a  regulatory  agree¬ 
ment  which  shall  be  made  applicable  to 
any  association  of  owners  and  to  any 
subsequent 'owner  of  a  family  unit.  The 
Secretary  may  impose  such  additional 
conditions  and  provisions  as  he  deems 
necessary  for  the  protection  of  the  con¬ 
sumer  and  public  interest. 

(e)  Mortgage  covenant  concerning 
common  expenses  and  assessments.  The 
mortgage  shall  contain  a  covenant  by  the 
mortgagor  to  pray  the  allocated  share  of 
the  common  expenses  or  assessments  and 
charges  by  the  Association  of  Owners  as 
provided  in  the  Plan  of  Apartment 
Ownership  and  a  provision  approved  by 
the  Secretary  by  which  the  regulatory 
agre«nent  is  incorporated  in  and  made 
a  part  of  the  mortgage. 

(f)  Definition  of  term  “assessment”. 
As  used  in  the  mortgage,  the  term  “as¬ 
sessment”,  except  where  it  refers  to  as¬ 
sessments  and  charges  by  the  Association 
of  Owners,  shall  mean  special  assess¬ 
ments  by  State  or  local  governmental 


agencies,  districts  or  other  public  taxing 
or  assessing  bodies. 

§  235.22  Mortgage  provisions. 

(a)  Mortgage  form.  The  mortgage 
shall  be  executed  upon  a  form  approved 
by  the  Secretary  for  use  in  the  Juris¬ 
diction  in  which  the  property  covered 
by  the  mortgage  is  situated  and  shall  be 
a  first  lien  upon  property  that  conforms 
with  property  standards  prescribed  by 
the  Secretary.  The  entire  principal 
amount  of  the  mortgage  must  have  been 
disbursed  to  the  mortgagor  or  to  his 
creditors  for  his  account  and  with  his 
consent. 

(b)  Mortgage  multiples.  The  mortgage 
diall  involve  a  principal  obligation  in 
multiples  of  $50. 

(c)  Payments.  The  mortgage  shall: 

(1)  Come  due  on  the  first  of  the 
month. 

(2)  Eiave  an  amortization  period  of 
either  10,  15,-  20,  25,  or  30  years,  by  pro¬ 
viding  for  either  120,  180,  240,  300  or 
360  monthly  amortizaticm  payments. 

(d)  Maturity.  (1)  The  mortgage  shall 
provide  for  complete  amortization  not 
to  exceed  30  years  from  the  date  of  the 
beginning  of  amortization  of  the  mort¬ 
gage. 

(2)  No  mortgage  shall  have  a  matur¬ 
ity  exceeding  three-quarters  of  the  Sec¬ 
retary’s  estimate  of  the  remaining  eco¬ 
nomic  life  of  the  building  improvements. 
If  this  limitation  results  in  a  term  of  less 
than  15,  20,  25,  or  30  years  the  term  shall 
be  adjusted  to  the  next  lower  multiple  of 
5  years. 

§  235.25  Maximum  mortgage  amount. 

(a)  A  mortgage  shall  not  exceed  the 
following: 

(1)  $21,600  for  a  single-family  dwell¬ 
ing  or  a  one-family  imit  in  a  condomini¬ 
um  project,  except  that  such  amount 
may  be  increased  to  $25,200  in  the  case 
of  a  family  with  five  or  more  persons  in 
accordance  with  subsection  b  of  this 
section. 

(2)  $28,000  for  a  two-family  dwelling, 
except  that  no  commitments  to  insure  a 
mortgage  on  a  two-family  dwelling  shall 
be  issued  under  this  part  after  January  1, 
1976. 

(b)  Where  a  family  of  five  or  more 
persons  requires  a  minimum  of  four  bed¬ 
rooms  and  it  is  found  that  adequate 
housing  within  the  basic  mortgage  limits 
is  not  available  in  the  area,  the  Secre¬ 
tary  may  approve  an  additional  mort¬ 
gage  amount,  up  to  $3,600,  where  value 
supports  the  higher  amount.  The  prop¬ 
erty  must  contain  four  or  more  bedrooms 
complying  with  applicable  HUD-FHA 
standards  -for  bedrooms.  Partially  fin¬ 
ished  attic  or  basement  space,  large 
closets  and  other  enclosed  area  shall  not 
be  counted  as  bedrooms.  In  addition,  the 
property  must  meet  other  applicable  un¬ 
derwriting  standards. 

§  235.30  Increased  maximum  mortgage 
amount— high  cost  areas. 

In  any  geographical  area  where  the 
Secretary  finds  cost  levels  so  require,  the 
Secretary  may  increase  the  dollar 
amount  limitations  set  forth  in  §  235.25 
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to  an  amount  not  to  exceed  the  follow¬ 
ing: 

(a)  $25^00  for  a  single-family  dwell¬ 
ing  or  a  one-family  unit  in  a  con¬ 
dominium  project,  except  that  such 
amount  may  be  increased  to  $28,800  in 
the  case  of  a  family  with  five  or  more 
persons  where  the  conditions  set  forth 
in  9  235.25(b)  are  met. 

(b)  $36,000  for  a  two-family  dwell¬ 
ing,  except  that  no  commitments  to  in¬ 
sure  a  mortgage  on  a  two-family  dwell¬ 
ing  shall  be  issued  under  this  part  after 
January  1, 1976. 

§  235.35  Mortgagor*s  mvestment. 

(a)  With  respect  to  the  mortgages  ap¬ 
proved  for  insurance  under  this  part 
prior  to  January  5,  1976,  the  mortgagor 
shall  have  paid,  at  the  time  the  mort¬ 
gage  is  insured,  on  account  of  the  pr«H>- 
erty,  in  cash  or  its  equivalent,  at  least 
an  amount  equal  to  3  percent  of  the 
Secretary’s  estimate  of  the  cost  of  ac¬ 
quisition. 

(b)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  on 
and  after  January  5, 1976,  the  mortgagor 
shall  have  paid,  at  the  time  the  mort¬ 
gage  is  insured,  on  account  of  the  prop¬ 
erty,  in  cash  or  its  equivalent,  the 
higher  of  (1)  an  amoimt  equal  to  3  per¬ 
cent  of  the  first  $25,000  of  the  Secre¬ 
tary’s  estimate  of  the  cost  of  acquisition 
and  10  percent  of  such  estimate  in  excess 
of  $25,000,  or  (2)  an  amoimt  equal  to 
6  percent  of  the  Secretary’s  estimate  of 
the  cost  of  acquisition,  which  amount 
may  include  the  cost  of  such  prepaid  ex¬ 
penses  as  taxes,  hazard  and  mortgage  in¬ 
surance  premiums  and  such  other  ex¬ 
penses  paid,  at  closing  as  may  be  ap¬ 
proved  by  the  Secretary. 

(c)  The  mortgagor  may  make  a  larger 
investment  than  required  under  para¬ 
graph  (b)  of  this  section  to  reduce  the 
mortgage  amount  or  to  purchase  a  prop¬ 
erty  on  which  the  estimate  of  value 
and  selling  price  do  not  exceed  the  limits 
specified  in  9  235.320. 

(d)  A  purchaser  can  contribute  the 
full  value  of  his  labor  toward  the  re¬ 
quired  downpayment,  or  to  reduce  the 
mortgage,  or  both,  if  arrangements  are 
made  with  the  builder  according  to 
procedures  prescribed  by  the  Secretary. 
If  a  purchaser  owns  the  lot  on  which 
the  dwelling  is  to  be  built,  an  amount 
equivalent  to  his  equity  in  the  lot  based 
on  the  FHA  appraised  value  (or  actual 
purchase  price  if  acquired  within  the 
past  six  months),  less  any  indebtedness 
against  the  property,  may  be  applied  to¬ 
ward  the  required  downpayment,  or  to 
reduce  the  mortgage,  or  both. 

§  235.37  Limitation  on  concentration  of 
units  in  a  subdirision. 

(a)  No  subdivision  or  substantially 
contiguous  group  of  subdivisions,  which 
constitute  or  will  constitute  a  sin^e  resi¬ 
dential  area,  shall  have  over  40  percent 
of  the  homes  assisted  imder  this  Part. 
The  40  percent  rule  shall  not  be  applied 
to  limit  the  number  of  subsidized  units 
below  25  in  any  single  residential  ar^. 
The  40  percent  ratio  is  applicable  to  the 


relationship  of  secticm  235  8qH>licatiDn8 
to  the  sum  of  vacant  lots  plus  built  upon 
lots  within  a  residential  land  develop¬ 
ment  tract  under  centralized  control  In 
defining  residential  areas  for  purposes 
of  this  paragraph,  the  Secretary  will 
exercise  appropriate  discretion  in  order 
to  meet  the  objective  of  limiting  the  con¬ 
centration  of  subsidized  units  but  not 
imduly  restricting  efficient  and  good  sub¬ 
division  planning  and  land  utilization. 
Further,  within  a  single  residential  area 
to  assiire  sound  underwriting  which  re¬ 
quires  an  assiurance  of  a  future  market 
for  resales  without  subsidy,  the  Secretary 
will  limit,  to  the  extent  practicable,  the 
percentage  of  subsidized  units  in  a  block 
or  contiguous  group  of  blocks  to  40  per¬ 
cent. 

(b)  After  January  5.  1975,  na  mort¬ 
gage  shall  be  approved  for  insurance 
under  this  Part  in  any  subdivision  which 
was  specifically  developed  for  the  pro¬ 
gram  as  authorized  imder  this  Part  prior 
to  such  date  and  which  contains  40  per¬ 
cent  or  more  housing  units  currently  in¬ 
sured  and  receiving  assistance  under 
such  prior  program.  The  existence  of  a 
small  portion  of  assisted  loans  in  an 
existing  subdivision  will  not  make  that 
subdivision  ineligible  under  the  new  pro¬ 
gram.  The  burden  of  developing  informa¬ 
tion  to  show  that  a  subdivision  has  less 
than  40  percent  of  the  units  receiving  as¬ 
sistance  is  on  the  sponsor.  Only  40  per¬ 
cent  of  the  remaining  lots  will  be  eligi¬ 
ble  for  assistance. 

(c)  Each  condominium  regime  must 
meet  the  40  percent  criterion  as  set  forth 
in  paragraph  (a)  of  this  section  with 
the  same  exception  that  the  rule  shall 
not  be  applied  to  limit  the  number  of  sub¬ 
sidized  units  below  25  in  any  single 
condominium  regime.  The  Secretary  will 
not  permit  condominium  proposals 
which  should  be  treated  as  single  regimes 
to  be  broken  into  several  regimes  in 
order  to  provide  higher  concmtrations 
of  subsidized  units. 

(d)  The  40  percent  limitation  and  ex¬ 
ception  as  set  forth  in  paragraph  (a) 
shall  be  applied  to  rdiabiUtation  pro¬ 
posals.  The  40  percent  limitation  in  re¬ 
habilitation  may.  however,  be  waived  by 
the  Secretary  where  a  sound  proposal  is 
involved  and  where  an  aggregation  of 
subsidized  units  is  essential  to  a  com¬ 
munity  sponsored  overall  redevdopment 
plan. 

§  235.38  Resm  ations  of  contract  a«- 
thorily. 

(a)  The  Secretary  will  not  issue  con¬ 
ditional  commitments  to  insure  mort¬ 
gages  and  to  make  interest  reduction 
payments  pursuant  to  this  Part.  How¬ 
ever,  conditi(Xial  commitments  to  insure 
mortgages  issued  under  Part  203,  Part 
221,  Subpart  A.  and  Part  234,  Subpart  A 
of  this  chapter  will  be  considered  to  be 
conditional  commitments  to  insure  under 
this  Part  upon  request  by  the  mortgagee 
accompanied  by  submission  of  an  ap¬ 
plication  for  firm  commitment  to  insure 
under  this  Part  for  an  eligible  mortgagor 
subject  to  the  availability  of  contract 
authority  for  interest  reduction  pay¬ 


ments  under  Subpart  C  of  this  Part  and 
subject  to  any  limltatlixis  an  eligibility 
set  forth  in  this  Subpart. 

(b)  Preliminary  reservations  of  con¬ 
tract  authority  may  be  issued  by  the  Sec¬ 
retary  to  a  builder  or  seller  speciflcidly 
identified  for  use  in  cimnection  with 
commitments  or  a  group  of  commitments 
for  insurance  of  mortgages  in  a  particu¬ 
lar  subdivision  or  project  subject  to  the 
limitatuxis  in  9  235.37  or  for  a  specific 
hrnne  not  in  a  subdivision.  A  builder  or 
seller  who  wants  to  be  certain  that  funds 
will  be  available  to  assist  buyers  should 
submit  a  request  to  the  Secretary  for  a 
preliminary  reservation  of  contract  au¬ 
thority.  If  contract  authority  is  avidlable, 
it  will  be  reserved  if  the  project  in  which 
the  units  will  be  located,  meets  project 
selection,  affirmative  maiiieting.  environ¬ 
mental,  underwriting,  feasibility  and 
other  applicable  requiremoits.  A  pre¬ 
liminary  reservation  is  an  advance  com¬ 
mitment  that  contract  authority  will  be 
available  for  assistance  pasrments  when 
homes  are  sold  to  families  who  qualify 
for  assistance.  Except  as  provided  in 
paragraph  (b).  there  is  no  requirement 
that  builders  or  sellers  obtain  prelim¬ 
inary  reservations,  but  if  a  preliminary 
reservation  is  not  requested  there  is  no 
assurance  that  assistance  funds  will  be 
available  when  completed  units  are  to 
be  sold  to  eligible  families. 

(c)  Builders  or  developers  of  subdivi¬ 
sions.  condominiums  or  substantial  re¬ 
habilitation  projects  involving  13  or  more 
subsidized  units  must  apply  for  prelimi¬ 
nary  reservations.  Application  for  pre¬ 
liminary  reservations  may  be  made  as 
early  as  the  developer  desires  but  not 
before  filing  of  the  request  for  subdivi¬ 
sion  approval  or  other  appropriate  appli¬ 
cation.  Builders  or  developers  of  smaller 
(12  or  less  units)  subdivisions,  may  also 
apply  for  preliminary  reservations. 

(d)  If  a  request  for  a  preliminary  res¬ 
ervation  is  approved,  either  for  the 
amount  requested  or  for  an  amount  de¬ 
termined  by  the  Secretsuy,  the  Secretary 
will  reserve  the  contract  authority.  ’The 
reservation  is  a  commitment  by  the  Gov¬ 
ernment  that  the  contract  autlxnity  for 
the  transaction  has  been  resanred. 

(e)  A  preliminary  reservation  will  ex¬ 
pire  six  months  after  the  date  of  issue. 
If  construction  has  stsuted  the  reserva¬ 
tion  may  be  extended  for  one  additional 
six  month  period.  Preliminary  reserva¬ 
tions  will  also  expire  if  the  conditional 
commitment  for  mortgage  insurance 
with  which  the  reservations  are  con¬ 
nected  expires  will  expire  on  the  date  of 
the  firm  commitment  if  the  mortgage  has 
not  vet  been  insured  under  this  part. 

(f)  Builders  and  developers  not  re¬ 
quired  to  applv  in  accordance  with  para¬ 
graph  (c)  may  apply  for  Section  235  as¬ 
sistance  through  applications  under  this 
Part  for  convertible  conditional  commit¬ 
ments  for  new  construction  or  sub¬ 
stantial  rehabilitation.  A  convertible 
commitment,  when  issued,  represents  a 
binding  obligation  on  the  Government  to 
execute  the  assistance  pasrment  cmitract 
(by  insuring  the  mortgage)  provided  all 
applicable  requirements  are  met.  The 
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obligation  to  execute  the  assistance  pay¬ 
ment  contract  will  expire  within  six 
months  of  the  issue  date  of  the  c(»nmit- 
ment,  but  can  be  extended  one  six 
months  period  if  construction  or  sub¬ 
stantial  r^abilitation  has  been  started. 

(g)  Builders  or  develc^rs  may  also 
apply  for  assistance  by  requesting  con¬ 
version  of  an  outstanding  conditional 
commitment  to  a  firm  commitment  where 
there  has  been  no  reservation  or  obliga¬ 
tion  of  contract  authority. 

§  235.39  Local  government  comment 

procedures. 

(a)  With  respect  to  ary  request  for  a 
preliminary  reservaticm  involving  13  or 
more  units  in  a  locality  with  an  approved 
housing  assistance  plan,  the  following 
procedm^  must  be  followed:  Within  10 
working  days  of  the  receipt  of  such  a  re¬ 
quest,  the  Secretary  shall,  for  purposes 
of  compliance  with  Section  213  of  the 
Housing  and  Commimity  Development 
Act  of  1974,  forward  a  copy  of  the  re¬ 
quest  to  the  chief  executive  officer  al  the 
imit  of  general  local  government  in  which 
the  assisted  housing  is  to  be  located,  re¬ 
questing  comments  and  objecticms.  If 
any.  The  tmit  of  general  local  govern¬ 
ment  shall  have  30  days  frcrni  receipt  of 
the  letter  and  copy  of  the  request  to  ob¬ 
ject  or  otherwise  submit  comments  as  the 
response  to  the  Secretary.  Alternatively, 
the  individual  or  organization  making 
the  request  for  a  preliminary  reservation 
may  include  with  the  request  a  state¬ 
ment  of  “no  objectiwi’'  or  oth^  com¬ 
ment  from  the  unit  of  general  local  gov- 
emmait,  obtained  in  advance  by  the 
individual  or  organization.  The  unit  of 
local  government  may  object  to  the  re¬ 
quest  on  the  grounds  that  it  is  incon¬ 
sistent  with  the  housing  assistance  plan. 
If  such  an  objection  is  filed,  the  Secre¬ 
tary  may  not  approve  the  request  unless 
the  Secretary  determines  that  the  re¬ 
quest  is  consistent  with  the  housing  as¬ 
sistance  plan.  If  the  Secretary  determines 
that  the  request  is  consistrat  with  the 
plan,  the  Secretary  shall  notify  the  chief 
executive  officer  of  the  imit  of  general 
local  government  giving  his  reastms 
therefor  in  writing.  If  the  Secretary  con¬ 
curs  with  the  objection  of  the  unit  of 
local  government,  the  Secretary  shall  so 
notify  the  individual  or  organization 
making  the  request  for  a  preliminary 
reservatic*!,  stating  the  reasons  therefor 
in  writing. 

(b)  With  respect  to  a  request  for  a 
preliminary  reservation  involving  13  or 
more  units  in  a  locality  that  does  not 
have  an  approved  housing  assistance 
plan,  assistance  imder  this  Part  may  not 
be  approved  unless  the  Secretary  deter¬ 
mines  that  there  is  a  need  for  such  assist¬ 
ance,  taking  into  consideration  any  ap¬ 
plicable  State  housing  plan,  and  that 
there  is  or  will  be  in  the  area  public  fa¬ 
cilities  and  services  adequate  to  serve  the 
housing  assisted.  Within  10  working  days 
8f  receipt  of  such  a  request,  the  Secretary 
will  forward  a  copy  of  the  request  to  the 
chief  executive  officer  of  the  unit  of  gen¬ 
eral  local  government  in  which  the  pro¬ 
posed  assisted  housing  will  be  located 
with  a  letter  requesting  conunoats  on 


matters  relevant  to  the  determination 
required  in  this  paragraph.  The  unit  of 
general  local  government  shall  have  30 
days  from  receipt  of  the  letter  and  copy 
of  the  reservation  request  to  submit  any 
comments  it  wishes  to  make  to  the  Sec¬ 
retary.  Any  relevant  comments  received 
will  be  considered  in  connection  with  the 
Secretary’s  determination.  As  in  the  case 
of  requests  subject  to  paragraph  (a) ,  of 
this  section,  individuals  or  organizations 
submitting  reservation  requests  subject 
to  the  provisions  of  this  paragraph  (b) 
of  this  section  may  satisfy  the  comment 
requirement  of  this  section  by  obtaining 
a  statement  of  the  local  government  on 
the  application  in  advance  and  submit¬ 
ting  that  statement  with  the  reservation 
request  to  the  Secretary. 

§  235.40  Late  charge. 

A  late  charge  may.  be  collected  by  the 
mortgagee  for  each  paymoit  more  than 
15  days  in  arrears,  but  such  charge  diall 
not  exceed  2  cents  for  each  dollar  of  the 
mortgagor’s  share  of  the  monthly  pay¬ 
ment.  Such  charge  shall  be  separately 
billed  to  and  collected  from  the  mort¬ 
gagor  and  shall  not  be  deducted  from 
any  aggregate  monthly  payment.  Such 
charge  shall  not  be  included  in  the  as¬ 
sistance  paymoit. 

§  235.45  Eligibility  requirements  for 
purchaser  from  rehabilitation  sales 
project. 

(a)  Except  as  provided  in  this  section, 
all  of  the  provisions  of  this  subpart  shall 
apply  to  the  insurance  under  section 
235(j)(4)  of  the  National  Housing  Act 
of  a  mortgage  financing  the  purchase  by 
a  lower  inccane  perstm  from  a  rehabili¬ 
tation  sales  project  of  a  single  or  two- 
family  dwelling  or  a  family  unit  in  a  con¬ 
dominium  project.  The  rehabilitation 
sales  project  shall  be  financed  with  a 
mortgage  insured  under  either  section 
221(h)  U)  of  the  National  Housing  Act 
or  secti<xi  235(j)(2)  of  such  Act,  pro¬ 
vided  that  no  applicaticms  tor  project 
mortgage  insurance  under  such  secticms 
will  be  accepted  after  Octob^  17,  1975. 

(b)  The  mortgagee  shall  not  be  re¬ 
quired  to  pay  an  application  or  com¬ 
mitment  extension  fee. 

(c)  ’Ihe  mortgage  shall  comply  with 
each  of  the  following  requlronents: 

(1)  It  shall  involve  a  principal  obliga¬ 
tion  in  an  amount  not  exce^ing  that 
portion  of  the  unpaid  balance  of  the 
project  mortgage  which  is  allocable  to 
the  dwelling  or  family  unit  being 
purchased. 

(2)  It  shall  bear  interest  at  the  maxi¬ 
mum  rate  permitted  under  §  203.20  at 
the  time  the  commitment  for  insmance 
was  issued  for  the  project  mortgage. 

(3)  It  shall  be  limited  to  the  term  of 
the  project  mortgage  remaining  at  the 
time  of  the  purchase. 

(d)  ’The  purchase  price  of  the  dwell¬ 
ing  or  family  unit  shall  equal  that  por¬ 
tion  of  the  impaid  balance  of  the  project 
mortgage  which  is  allocable  to  the  dwell¬ 
ing  or  family  unit  plus  such  additional 
amount,  not  less  than  $200,  as  the  Sec¬ 
retary  may  determine  to  be  reasonable. 
’This  addiUonal  amount  may  be  paid  in 


cash  or  its  equivalent,  and  may  be  ap¬ 
plied  in  whole  or  in  part  toward  closing 
costs.  It  shall  be  paid  by  the  mcHtgagor 
in  lieu  of  the  minimum  investment  pre¬ 
scribed  in  §  23535. 

§  235.45  Eligibility  requirements  for 
purchaser  from  rehabilitation  sales 
project. 

(a)  Except  as  provided  in  this  section, 
all  of  the  provisions  of  this  subpart  shall 
apply  to  the  insurance  under  s^ion  235 
(j)  (4)  of  the  National  Housing  Act  of  a 
mortgage  financing  the  purchase  by  a 
lower  income  person  from  a  rehabilita¬ 
tion  sales  project  of  a  single  or  two-fam¬ 
ily  dwelling  or  a  family  unit  in  a  condo¬ 
minium  project.  The  rehabilitation  sales 
project  shall  be  financed  with  a  mort¬ 
gage  insured  under  either  section  221 
(h)  (1)  of  the  National  Housing  Act  or 
section  235(j)  (2)  of  such  Act,  ];H*ovided 
that  no  applications  for  project  mort¬ 
gage  insurance  imder  such  sections  will 
be  accepted  after  October  17, 1975. 

(b)  The  mortgagee  shall  not  be  re¬ 
quired  to  pay  an  appliration  or  commit¬ 
ment  extension  fee. 

(c)  The  mortgage  shall  comply  with 
each  of  the  following  requirements: 

(1)  It  shall  involve  a  principal  obliga¬ 
tion  in  an  amount  not  exceeding  that 
portion  of  the  impaid  balance  of  the 
project  mortgage  which  is  allocable 
to  the  dwelling  or  family  unit  being 
purchased. 

(2)  It  shall  bear  interest  at  the  maxi¬ 
mum  rate  permitted  under  §  203.20  at 
the  time  the  commitment  for  insurance 
was  issued  for  the  project  mortgage. 

(3)  It  shall  be  limited  to  the  term  of 
the  project  mortgage  remaining  at  the 
time  of  the  purchase. 

(d)  The  purchase  price  of  the  dwelling 
or  family  unit  shall  equal  that  portion  of 
the  impaid  balance  of  the  project  mort¬ 
gage  which  is  allocable  to  the  dwelling 
or  family  unit  plus  such  additional 
amount,  not  less  toan  $200,  as  the  Sec¬ 
retary  may  determine  to  be  reasonable. 
This  additional  amount  may  be  paid  in 
cash  or  its  equivalent,  and  may  be  ap¬ 
plied  in  whole  or  in  part  toward  closing 
costs.  It  shall  be  paid  by  the  mortgagor 
in  lieu  of  the  minimum  investment  pre¬ 
scribed  in  §  235.35. 

(e)  ’The  mortgagor  shall  be  required  to 
have  an  annual  income  within  the  limits 
prescribed  by  the  Secretary,  but  the  as¬ 
set  limits  prescribed  for  mortgagors  un¬ 
der  mortgages  insured  pursuant  to 
§§  235.1  through  235.40  shall  not  be  ap¬ 
plicable. 

Subpart  B — Contract  R^;hts  and  Obliga¬ 
tions — Homes  for  Lower  income  Families 

§  235.201  Inrorporation  by  reference. 

(a)  All  of  the  provisions  of  Subpart  B, 
Part  203  of  this  chapter  covering  mort¬ 
gages  insured  under  Section  203  of  the 
National  Housing  Act  aimly  to  mortgages 
insured  under  Section  235  of  the  National 
Housing  Act,  except  the  following  pro¬ 
visions: 

Sec. 

203.265  Amount  of  Initial  MIP. 

203.268  Adjustment  of  Initial  MIP. 

203 .275  Amount  of  annual  MIP. 
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Sec. 

203.305  Open-end  advance  subject  to  open- 

end  charge. 

303.306  Method  of  payment  of  open-end 

charge. 

203.307  Calculation,  amount,  and  due  date 

of  open-end  charge. 

203.308  Duration  of  open-end  charge. 

203.309  Pro  rata  payment  of  open-end 

charge. 

203.357  Deed  In  lieu  of  foreclosure. 

303379  Adjustment  for  lire,  flood,  earth¬ 
quake,  or  tornado  damage. 

203.380  Certlflcate  of  property  condition. 
203.380  Waived  title  objections. 

203.400  Method  of  payment. 

203.430  Natvire  of  Mutual  Mortgage  Insur¬ 
ance  Fund. 

303.421  Allocation  of  Mutual  Mortgage  In¬ 

surance  Fund  Income  or  loss. 

303.422  Rights  and  liability  under  Mutual 

Mortgage  Insurance  Fund. 

203.423  Distribution  of  distributive  shares. 

203.424  Maximum  amount  of  distributive 

shares. 

203.435  Finality  of  determination. 

303.426  Iniqipllcabillty  to  housing  In  older, 
declining  urban  areas. 

203.440  Through  303.495  Insured  home  im¬ 
provement  loans. 

(bX  The  term  “jHroperty”  or  “each  fam¬ 
ily  dwelling  unit”  as  used  in  iS  203.251 
through  203.435  of  this  chapter  (Part 
203,  Subpart  B)  shall,  when  used  in  ccm- 
nection  with  a  family  unit  in  a  condo¬ 
minium,  be  construed  to  include  a  “one- 
family  unit  and  the  undivided  interest  in 
the  conmu».i  areas  and  facilities.” 

§  235,202  Amoiutt  of  initial  MIP. 

(a)  With  respect  to  mortgages  ap¬ 
proved  fra:  insurance  under  this  Part 
prior  to  January  5.  1976,  the  initial  MIP 
shall  be  in  an  amount  equal  to  one-half 
percent  of  the  average  outstanding  prin¬ 
cipal  obligation  for  the  first  year  of 
amortizatiim  under  the  mortgage,  with¬ 
out  taking  into  account  delinquent  pay¬ 
ments  or  prepaymmts. 

(b)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  on 
and  after  January  5,  1976,  the  initial 
MIP  shall  be  in  an  amount  equal  to 
seven-tenths  ctf  (me  percent  of  the  aver¬ 
age  outstanding  principal  obligation 
the  first  year  of  amortlzatton  under  the 
mcMrtgage,  without  taking  into  account 
delinquent  pajnnents  or  prepayments. 

§  235.203  Adjustment  of  initial  BIIP. 

With  rttpect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part 
prior  to  January  5.  1976,  regardless  of 
whether  the  period  covered  by  the  initial 
MIP  is  more  or  less  than  one  year, 
payment  shall  be  made  to  the  Secretary 
on  account  of  the  initial  MIP  in  an 
amount  equal  to  one-half  percent  of  the 
average  outstanding  principal  obligation 
for  the  first  year  of  amortization  under 
the  mortgage.  If  such  payment  is  less 
than  one-half  percent  or  more  than  one 
percent  of  the  outstanding  principal  bal¬ 
ance.  without  taking  into  accoimt  delin- 
qutticies  or  prepayments,  the  initial  MIP 
shall  be  adjusted  to  accord  with  the  pre¬ 
scribed  limitations.  If  such  payment  is 
within  the  prescribed  limitations  no  ad¬ 
justment  shall  be  made  and  the  amount 
of  the  payment  shaU  be  paid  to  the  Sec¬ 
retary  as  the  initial  Mnv 


(b)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  on 
and  after  January  5.  1976,  regardless  of 
whether  the  peri(xi  covoed  by  the  ini¬ 
tial  MIP  is  more  or  less  than  one  year, 
payment  shall  be  made  to  the  Secretary 
on  account  of  the  initial  MIP  in  an 
amount  equal  to  seven-tenths  of  one  per¬ 
cent  of  the  average  outstanding  princi¬ 
pal  obligation  for  the  first  year  of  amor¬ 
tization  \mder  the  mortgage.  If  such 
payment  is  less  tlum  seven-tenths  of  one 
percent  or  more  than  one  percent  of  the 
outstanding  principal  balance,  without 
taking  into  account  delin<iuencies  or  pre¬ 
payments,  the  initial  MIP  shall  be  ad¬ 
justed  to  accord  with  the  prescribed  lim¬ 
itations.  If  such  paymoit  is  within  the 
prescribed  limitations  no  adjustment 
shall  be  made  and  the  amount  of  the 
payment  shall  be  paid  to  the  Secretary 
as  the  initial  MIP. 

§  235,204  Anount  of  aanaal  MIP. 

(a)  With  respect  to  mortgages  ap¬ 

proved  for  insurance  under  this  Part 
prior  to  January  5,  1976,  after  payment 
of  the  inlt-iftl  MTP  an  MTP  xhall 

be  pcdd  in  an  amount  equal  to  one-half 
percent  of  the  average  outstanding  prin¬ 
cipal  obligation  for  the  12-month  period 
preceding  the  date  on  adilch  the  premi¬ 
um  becomes  payable,  without  taking  into 
account  delii^uoit  payments  or  prepay- 
m«3ts. 

(b)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  on 
and  after  January  5,  1976,  after  pay¬ 
ment  0(  the  initial  MTP  an  annlla^  MTP 
shall  be  paid  in  an  amount  equal  to 
seven-tenths  of  one  percent  of  the  aver¬ 
age  outstanding  principal  obligation  for 
the  12-month  pai<xl  preceding  the  date 
on  which  the  premium  becomes  payable, 
without  taking  into  ac(»unt  delinquent 
payments  or  prepayments. 

§  235Jt05  Deed  fat  lica  of  foredorare. 

All  of  the  provisions  (rf  i  203557  of  this 
chapter  relating  to  the  acceptance  of  a 
deed  in  Ueu  of  foreclosure  ahaii  apply  to 
mortgages  insured  imder  this  part,  ex¬ 
cept  that  where  a  famUy  unit  in  condo¬ 
minium  is  involved,  the  deed  in  lieu  of 
foreclosure  may  be  accepted  only  if  the 
mc^tgagee  esUddishes  to  the  satisfaction 
of  the  Secretary  that  there  are  no  im- 
paid  assessments  owed  to  the  associa- 
tioti  or  cooperative  of  owners. 

§  235,215  Metkod  of  poyfaig  uMoraBce 
beiiefits. 

If  the  application  for  insurance  bene¬ 
fits  is  acceptable  to  the  Secretary,  the 
insurance  claim  shall  be  psoj  in  cash, 
unless  the  mortgagee  files  a  written  re¬ 
quest  with  the  application  for  payment 
in  debentures.  If  such  a  request  is  made, 
the  claim  shall  be  paid  in  debentures  is¬ 
sued  in  multiples  of  $50,  with  any  bal¬ 
ance  less  than  $50  to  be  paid  in  cash. 

§  235,220  Coadkioa  of  property. 

All  of  the  provisions  of  i  203570  rdat- 
ing  to  the  adjustment  of  the  insurance 
claim  for  flie,  flood,  earthciuake  or 
tornado  damage  and  all  of  the  provUdems 
of  section  2035S0  requbing  the  mort¬ 
gagee  to  certify  as  to  the  comiition  of 


the  property  shall  apply  to  mortgages 
insured  under  this  subpart  with  the  ex- 
c^ti(m  of  mortgages  involving  con- 
dominimum  units.  Sections  235530  and 
235.235  cemtain  the  comparaUe  provi¬ 
sions  applicable  to  mortgages  involving 
condominium  units. 

Spxcial  Ptovisioiis  Appucabu  OiaT  to 

MOSTGAGXS  iMVOLVnCO  CCSfDOMIKTDM 

Uinrs 

§  235521  Waived  tide  objectioas. 

(a)  General  provisions.  All  of  the  pro¬ 
visions  of  S  203.389  of  this  chapter  (re¬ 
lating  to  the  waiver  by  the  Secretary  of 
objections  to  title)  shall  amily  to  mort¬ 
gages  insured  under  this  subpart,  with 
the  exception  of  mortgages  invedving 
ctmdominium  units. 

(b)  Provisions  applicable  to  condo¬ 
miniums.  Where  the  mortgage  involves 
a  condominium  unit,  the  Secretary  *haii 
not  object  to  title  by  reasem  oi  the  fol¬ 
lowing  matters: 

(1)  Violations  of  a  restriction  based  on 
race,  color  (xr  (nreed,  even  idiCTe  sudi 
restriction  provides  for  a  penalty  of  re- 
versfam  or  forfdture  of  title  or  a  lien  for 
liquidated  damage. 

(2)  Easemoits  for  public  utilities 
along  one  or  more  of  the  pr(g)«rty  line*, 
provided  the  exercise  of  the  ri^ts  ttiere- 
under  do  not  interfere  with  any  of  the 
buildings  or  improvements  located  on 
the  subject  property. 

(3)  Ekicroachments  on  the  subject 
property  by  improvements  on  adjoining 
pn8?orty.  provided  such  encroachments 
do  not  interfere  with  the  use  of  any 
improvements  on  the  subject  property. 

(4)  Variations  between  the  length  of 
the  sdbject  property  lines  as  shown  on 
the  applicatfam  for  insurance  *nrt  ^s 
shown  by  the  record  or  posnrrininn  iin»«, 
provided  such  variations  do  not  inter- 
foe  with  the  use  of  any  of  the  improve¬ 
ments  on  the  subject  pr(g>erty. 

(5)  Customary  builcUngs  or  use  re- 
strictioDs  for  breach  of  which  there  is  no 
reversion  and  which  have  not  been  vio¬ 
lated  to  a  material  extent. 

1235525  — I —  *—  pliB  of  BpBiiMi  III 

owBcnkip. 

‘Ae  mortgagee  shall  notify  the  Secre¬ 
tary  ot  any  change  in  the  plan  of  apart¬ 
ment  ownership  and  in  the  administra¬ 
tion  of  the  property.  Such  notifleation 
shall  be  given  either  at  the  time  of  the 
conveyance  ot  the  property  or  at  the 
time  of  the  assignment  of  the  mortgage. 
Any  chsmge  in  such  idu  *hmij  require 
approval  by  the  Secretary. 

§  235230  Coadfaioa  af  ■HillifaaHly 

•traetarc. 

(a)  When  a  family  unit  is  conveyed  (xr 
a  mortgage  U  assigned  to  the  Secretary, 
the  family  unit  and  die  areas 

and  facilities  (including  restricted  com¬ 
mon  areas  and  facilities)  d**igT>*tt.i  for 
the  particular  unit  idian  be  undamaged 
by  fire,  earthquake,  tornado,  or  boiler  ex- 
Idosion.  If  the  pwipqrty  has  been  daoi- 
aged.  either  of  the  following  actions  «fa*n 
betaken: 

(1)  The  property  may  be  repaired 
prior  to  its  conveyance  or  prior  to  the 
assignment  of  the  mortgage  to  the  Sec¬ 
retary. 
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(2)  With  the  prior  approval'  of  the 
Secretary,  the  property  may  be  conveyed 
or  the  mortgage  assigned  to  the  Secretary 
without  rapairing  the  damage.  In  such 
instances,  the  Secretary  shall  deduct 
from  the  insurance  benefits  either  his 
estimate  of  the  decrease  in  value  of  the 
family  imit  or  the  amount  of  any  inst¬ 
ance  recovery  received  by  the  mortgagee, 
whichever  amount  is  the  greater. 

(b)  If  the  property  has  been  damaged 
by  fire  and  such  property  was  not  cov¬ 
ered  by  fire  insurance  at  the  time  of  the 
damage,  the  mortgagee  may  convey  the 
property  or  assign  the  mortgage  to 
the  Secretary  without  deduction  from  the 
insurance  benefits  for  any  loss  occasioned 
by  such  fire  if  the  following  conditions 
are  met: 

(1 )  The  property  shall  have  been  cov¬ 
ered  by  fire  insurance  at  the  time  the 
mortgage  was  insured. 

(2)  The  fire  insurance  company  shall 
have  later  canceled  or  refused  to  renew 
the  policy. 

(3)  The  mortgagee  shall  have  notified 
the  Secretary  within  30  days  (or  within 
such  further  time  as  the  Secretary  may 
approve)  of  the  cancellation  of  the  fire 
insmance  or  of  the  refusal  of  the  insur¬ 
ing  company  to  renew  the  fire  insurance. 
This  notification  shall  have  been  accom¬ 
panied  by  a  certification  of  the  mort¬ 
gagee  that  diligent  efforts  were  made,  but 
it  was  unable  to  obtain  fire  insurance 
coverage  at  reasonably  competitive  rates 
and  that  it  will  continue  its  efforts  to 
obtain  adequate  fire  insurance  coverage 
at  competitive  rates. 

§  235.235  Certificate  or  statement  of 

condition. 

(a)  At  the  time  of  conveyance  of  the 
property  or  assignment  of  the  mortgage 
to  the  Secretary,  the  mortgagee  shall,  as 
of  the  date  of  the  filing  for  record  of 
the  deed  or  assignment,  either: 

(1)  Certify  that  the  conditions  of 
§  235.230(a)  have  been  met;  or 

( 2 )  Submit  a  statement  describing  any 
such  damage  that  may  still  exist. 

(b)  In  the  absence  of  evidence  to  the 
contrary,  the  mortgagee’s  certificate  or 
its  statement  as  to  damage  shall  be  ac¬ 
cepted  by  the  Secretary  as  establishing 
the  condition  of  the  family  unit  and  the 
common  areas  and  facilities  including 
restricted  common  areas  and  facilities 
designated  for  the  particular  unit. 

§  235.240  .48sc«8inent  of  taxes. 

When  a  family  unit  is  conveyed  to 
the  Secretary  or  a  mortgage  is  assigned 
to  the  Secretary,  the  unit  shall  be  as¬ 
sessed  and  subject  to  assessment  for 
taxes  pertaining  only  to  that  imit. 

§  235.245  Certificate  of  tax  assessment. 

The  mortgagee  shall  certify,  as  of  the 
date  of  filing  for  record  of  the  deed  or 
assignment  of  the  mortgage  to  the  Secre¬ 
tary,  that  the  family  unit  is  assessed 
and  subject  to  assessment  for  taxes  per¬ 
taining  to  that  unit. 

§  235.250  Cancellation  of  property  in¬ 
surance. 

The  provisions  of  §  203.382,  relating  to 
the  cancellation  of  hazard  insurance 


upon  filing  for  record  of  the  deed  to  the 
Secretary,  are  incorporated  by  reference 
and  shall  apply  to  hazard  insurance  pol¬ 
icies  carried  solely  for  the  family  luiit. 

Subpart  C — Assistance  Payments — 

Homes  for  Lower  Income  Families 

§  235.301  Definitions. 

The  definitions  contained  in  §  235.5 
shall  apply  to  this  subpart.  In  addition 
the  term  “assistance  payment”  meam 
that  portion  of  a  homeowner’s  or  coop¬ 
erative  member’s  monthly  mortgage 
payment  which  the  Secretary  becomes 
obligated  to  pay  under  an  assistance  pay¬ 
ment  contract. 

§  235.305  Contract  for  assistance  pay¬ 
ments. 

’Tliis  subpart  shall  constitute  the  con¬ 
tract  between  the  mortgagee  and  the 
Secretary  for  assistance  pajnnents  pur¬ 
suant  to  section  235(b)  of  the  National 
Housing  Act. 

§  235.310  Execution  of  assistance  pay¬ 
ment  contract. 

(a)  Homeowners.  The  issuance  of  a 
mortgage  insurance  certificate  pursuant 
to  §  235.1  et  seq.  shall  also  constitute 
the  execution  of  the  assistance  payment 
contract  with  respect  to  the  mortgage 
being  insured. 

(b)  Cooperative  members.  The  issu¬ 
ance  of  a  certificate  approving  an  appli¬ 
cation  filed  on  behalf  of  a  cooperative 
member  shall  constitute  the  execution  of 
the  assistance  payment  contract  with  re¬ 
spect  to  member  named  in  the  certificate. 

§  235.315  Qualified  homeowners. 

To  qualify  for  assistance  payments,  the 
homeowner’s  income  at  the  time  of  ap¬ 
plication  for  assistance,  shall  be  writhin 
the  limitations  provided  in  §  235.10,  and 
the  homeowner  shall  be  a  mortgagor 
under  a  mortgage  insured  or  to  be  issued 
pursuant  to  Subparts  A  and  B  to  this 
part. 

§  235.320  Limitation  of  sales  price. 

To  qualify  for  assistance  payments, 
the  homeowner  shall  not  have  paid  in 
connection  with  the  purchase  of  the 
property  with  respect  to  which  assist¬ 
ance  payments  are  to  be  made  more  than 
the  Secretary’s  estimate  of  value  of  such 
property,  nor  shall  the  purchase  price 
exceed  120  percent  of  the  mortgage 
amount  established  pursuant  to  S  235.25 
or  §  235.30,  whichever  is  applicable. 

§  235.325  Qualified  cooperative  mem¬ 
bers. 

To  qualify  for  assistance  payments  the 
cooperative  member’s  income,  at  the 
time  of  application  for  assistance,  shall 
be  within  the  limitations  provided  in 
S  235.10  and  the  cooperative  member 
shall  be  one  of  the  following; 

(a)  A  member  of  a  cooperative  asso¬ 
ciation  which  operates  a  housing  project 
which  has  been  constructed  or  substan¬ 
tially  rehabilitated  not  more  than  two 
years  prior  to  the  filing  of  the  iq>plica- 
tion  for  assistance  payments  and  which 
is  financed  with  a  mortgage  insured 
under  §$213.1  through  213.280  of  this 
chapter.  The  dwelling  unit  occupied  by 


the  cooperative  member  shall  have  had 
no  previous  occupant. 

(b)  A  member  of  a  cooperative  associ¬ 
ation  which  operates  an  existing  hous¬ 
ing  project  financed  with  a  mortgage  in¬ 
sure  under  §§  213.1  through  213.280  of 
this  chapter,  if  such  member  has  ac¬ 
quired  membership  and  occupancy  rights 
from  one  who  was  receiving  assistance 
payments. 

(c)  A  member  of  a  cooperative  as¬ 
sociation  which  operates  an  existing 
housing  project  financed  with  a  mort¬ 
gage  insured  under  §§213.1  through 
213.280  of  this  chapter,  if  such  member 
meets  one  of  the  following  qualifications : 

(1)  The  member  shall  qualify  as  a 
displaced  family. 

(2)  The  member’s  family  shall  include 
five  or  more  minor  persons. 

(3)  The  member’s  family  shall  have 
been  occupying  low-rent  public  housing 
at  the  time  the  application  for  assistance 
payments  is  filed. 

(d)  A  member  of  a  cooperative  asso¬ 
ciation  which  operates  a  housing  project 
which  is  financed  imder  a  State  or  local 
program  providing  assistance  through 
loans,  loan  insurance  or  tax  abatements, 
and  which  prior  to  completion  of  coti- 
struction  or  rehabilitation  is  approved 
for  receiving  the  benefits  of  this  section. 

§  235.330  Cooperative  unit  eligible  fiM* 
assistance  payments. 

'The  maximum  amount  of  the  mort¬ 
gage  attributed  to  the  dwelling  unit  of 
the  cooperative  member  shall  not  exceed 
$21,600  except  that  such  amount  may  be 
increased  to  $25,200  in  the  case  of  a  fam¬ 
ily  of  five  or  more  persons.  These 
amounts  may  be  increased  to  $25,200  and 
$28,800  respectively,  in  smy  geographical 
area  where  the  Secretary  finds  cost  levels 
so  require. 

§  235.335  Assistance  payments  and  han¬ 
dling  charges. 

(a)  The  assistance  payment  on  behalf 
of  a  mortgagor  shall  the  lesser  of  the 
following : 

(1)  The  difference  between  20  percent 
of  the  homeowner’s  or  cooperative 
member’s  adjusted  monthly  income  and 
the  required  monthly  payment  under  the 
mortgage  for  principal,  interest,  taxes, 
insurance,  and  mortgage  insurance 
premium. 

(2)  (i)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  imder  this  Part  by 
the  Secretary  before  January  5,  1976, 
the  difference  between  the  required 
monthly  payment  under  the  mortgage 
for  principal,  interest,  and  mortgage  In¬ 
surance  premium  and  the  mimthly  pay¬ 
ment  which  would  be  required  for  prin¬ 
cipal  and  interest  if  the  mortgage  bOTe 
an  interest  rate  of  1  percent. 

(ii)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  by 
the  Secretary  on  or  after  January  5, 
1976,  the  difference  between  the  required 
monthly  payment  under  the  mortgage 
for  principal,  interest,  and  mortgage  in¬ 
surance  premium  and  the  monthly  pay¬ 
ment  which  would  be  required  for  prin¬ 
cipal  and  interest  if  the  mortgage  bore 
an  interest  rate  of  5  percent. 
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(b)  The  assistance  paymNit  on  be¬ 
half  of  a  co(verative  monber  shall  be 
in  an  amount  computed  by  lurfng  the 
fonnula  prescribed  in  paragrai^  (a)  of 
this  section  and  applying  the  cooperative 
member’s  proportionate  share  of  the  ob¬ 
ligation  under  the  project  mortgage  to 
the  items  set  forth  in  the  formula. 

(c)  In  addition  to  the  assistance  pay¬ 
ment  referred  to  in  paragraphs  (a)  and 
(b)  of  this  section,  the  mortgagee  shall 
be  entitled  to  the  monthly  payment  of 
an  amount  the  Secretary  deems  sufficimt 
to  reimburse  the  mortgagee  for  its  ex¬ 
pense  in  handling  the  mortgage. 

(d)  Special  assessments  levied  by  a 
governmental  body  are  to  be  included 
under  the  term  “taxes”  as  a  part  of  the 
total  monthly  payment.  However,  ground 
rents,  assessments  of  a  homeowners’  as¬ 
sociation,  and  q;>ecial  assessments 
levied  by  persons  or  private  organizations 
are  not  to  be  included. 

§  235,340  Time  of  payments. 

The  assistance  pa3nnent  shall  be  due 
on  the  first  day  of  each  month  and  shall 
be  paid  upon  the  receipt  of  a  billing,  on 
a  form  prescribed  by  the  Secretary,  from 
the  mortgagee  or  its  authorized  agent. 

§  235.345  Term  of  Amistance  Contract. 

(a)  Homeowners.  The  term  of  the  as¬ 
sistance  payment  contract  shall  begin 
on  the  date  of  disbursement  of  mortgage 
proceeds  as  shown  on  the  commitment 
for  insiurance  and  shall  continue  until 
the  contract  is  terminated  pvusuant  to 
S  235.375. 

(b)  Cooperative  members.  The  term  of 
the  assistance  payment  contract  shall 
begin  on  the  date  of  issuance  of  a  cer¬ 
tificate  approving  an  application  filed  on 
behalf  of  a  cooperative  member  and  shaU 
continue  until  the  contract  is  terminated 
pursuant  to  §  235.375. 

§  235.350  Mortgagors  required  recertifi¬ 
cation. 

(a)  The  mortgagee  shall  obtain  from 
the  homeowner  (or  from  the  coopera¬ 
tive  association  on  bdialf  of  the  co¬ 
operative  member),  on  a  form  pre¬ 
scribed  by  the  Secretary  a  recertifica¬ 
tion  as  to  occupancy,  employment,  fam¬ 
ily  composition  and  income  whatever 
one  of  the  following  events  takes  olace: 

(1)  Annually,  no  earlier  than  60  days 
before  and  no  later  than  30  days  after 
the  anniversary  date  of  the  mortage 
or  at  such  other  anniversary  date  as 
set  by  the  Secretary ; 

(2)  No  more  than  30  days  after  the 
mortgagee  Is  notified  by  the  mortgagor 
or  learns  from  any  source: 

(i)  That  the  mortgagor  or  any  adtilt 
(21  years  or  older)  member  of  the  fam¬ 
ily  residing  in  the  household  changes 
or  begins  employment  which  results  in 
an  Increase  In  the  family  income  re¬ 
ported  in  the  original  application  for 
assistance  mr  the  most  recent  recertifi¬ 
cation. 

(ii)  That  the  gross  family  income 
(excluding  inctmie  of  minors)  has  in¬ 
creased  at  least  $50  per  month  (except 


in  the  case  of  mortgagor  undo:  a  mort¬ 
gage  insured  before  January  5,  1976). 

(3)  At  such  otho:  times  as  the  Secre¬ 
tary  may  require. 

(b)  With  respect  to  mortgages  in¬ 
sured  under  this  Part  afto*  January  5, 
1976,  the  mortgagee  shall  obtain  from 
the  appUcant-homeowner  at  the  time 
application  is  made  for  assistance  and 
at  the  time  of  annual  recertification  re¬ 
quired  under  paragraidi  (a)(1)  of  this 
section,  on  a  f<Hin  provided  by  the  Sec¬ 
retary,  a  statement  of  the  aggregate 
amounts  of  total  income  prior  to  ad¬ 
justments  reported  for  all  family  mon- 
bers  (other  than  minors)  by  the  appli- 
cant-h(xneowner  in  his  most  recent 
federal  income  tax  return,  if  he  is  re¬ 
quired  to  file  such  a  return.  If  separate 
returns  are  filed  by  separate  members 
of  the  family,  the  total  income  prior 
to  adjustments  included  in  all  such  re¬ 
turns  (except  returns  of  minors)  shall 
be  reported.  If  the  income  so  reported  is 
more  than  25  percent  above  the  income 
reported  on  the  recertiflcatimi  the 
mortgagee  shall  obtain  from  the  home- 
owner  a  new  recertification  or  a  writ¬ 
ten  explanation  of  the  difference  in  in¬ 
come  reported  cm  the  two  forms. 

(c)  Mortgagors  who  fail  to  disclose 
their  actual  income  in  accordance  with 
the  requirements  of  this  Part  will  be 
required  to  reimburse  the  Secretary  for 
all  overpayments  made  on  their  behalf. 

(d)  Each  mortgagor  must  provide  a 
letter  on  a  form  prescribed  by  the  Sec¬ 
retary  authorizing  the  Internal  Reve¬ 
nue  Service  to  release  Federal  Income 
Tax  returns  for  the  most  recent  three 
years  to  the  Secretary  on  request. 

§  235.355  Mortgagor’s  optional  recerti¬ 
fication. 

Upon  request  of  the  mortgagor  or  co¬ 
operative  member  the  mortgagee  shall 
accept  recertification  whenever  the 
mortgagor,  his  or  her  spouse  or  an 
adult  (21  years  or  older)  member  of  the 
family  changes  or  loses  emplosrment 
vdiich  results  in  a  decrease  in  the  family 
income  reported  in  the  most  recent  cer¬ 
tification  or  recertification.  This  recerti¬ 
fication  shall  be  on  a  form  prescribed 
by  the  Secretary. 

§  235.360  Adjustment  in  assistance  pay¬ 
ments. 

The  mortgagee  shall  make  appropriate 
adjustments  in  the  amount  of  the  re¬ 
quested  assistance  pa3nnents  to  reflect 
changes  in  family  income  reported  in  any 
required  or  optional  recertification  of  the 
homeowner  or  cooperative  member.  The 
adjustment  shall  not  be  retroMtive  ex¬ 
cept  at  the  discretion  of  the  Secretary. 
The  adjustment  shall  apply  only  to  as¬ 
sistance  payments  beginning  with  the 
paymoit  due  no  earlier  than  the  first 
day  of  the  month  following  and  no  later 
than  the  first  day  of  the  second  month 
following  the  date  the  mortgagor’s  re¬ 
certification  is  received  by  the  mortgagee. 

§  235.365  Mortgagee  records. 

The  mortgagee  shall  maintain  such 
records  as  the  Secretary  may  require 


with  reo^ect  to  the  mortgagor’s  pay¬ 
ments,  the  mortgage  assistance  pasrments 
received  fnxn  the  Secretary,  and  the 
annual  recertifications  of  fluanctai  status 
frmn  the  homeowner  or  mortgagor.  Such 
records  shall  be  kept  on  file  for  a  podod 
of  time  and  in  a  manner  prescribed  by 
the  Secretary  and  shall  be  available, 
when  requested,  for  review  and  inspec¬ 
tion  by  the  Secretary  or  the  Comptroller 
General  of  the  United  States. 

§  235370  Effect  of  assignment  of  mort¬ 
gage  with  an  assistance  payment  con¬ 
tract. 

Where  a  mortgage  covered  by  an  as¬ 
sistance  pajrment  contract  is  sold  to  an¬ 
other  approved  mortgagee,  the  buyer 
shall  succeed  to  all  the  rights  and  become 
bound  by  all  the  oUigations  of  the  seller 
under  such  contract. 

§  235375  Termination,  suspension,  or 
reinstatement  of  the  assistance  pay¬ 
ments  contract. 

(a)  Termination.  The  assistance  pay¬ 
ments  contract  shall  be  terminated  when 
any  of  the  following  events  occurs: 

(1)  The  contract  of  mortgage  insur¬ 
ance  is  terminated,  except  when  the 
mortgage  has  been  assigned  to  the 
Secretary. 

(2)  The  homeowner  or  cooperative 
member  ceases  to  occupy  the  .property, 
except  in  the  following  instances: 

(i)  Where  the  property  is  purchased 
by  a  homeowner  who  assumes  the  mort¬ 
gage  obligation  under  a  mortgage  Insured 
prior  to  January  5.  1976,  and  who  meets 
the  income  and  asset  requirements  pre¬ 
scribed  by  the  Secretary. 

(il).  Where  the  cooperative  monber 
transfers  his  membership  and  occupancy 
rights  to  a  new  member  who  meets  the 
income  and  asset  requironents  pre¬ 
scribed  by  the  Secretary. 

(3)  When  the  assistance  payments 
contract  has  been  suspended  for  a  pe¬ 
riod  of  3  years  without  reinstatement. 

(b)  Suspension.  'The  assistance  pay¬ 
ments  contract  shall  be  suspended  when 
any  one  of  the  following  events  occurs: 

(1)  The  mortgagee  determines  that 
the  mortgagor  cooperative  member 
ceases  to  qualify  for  the  benefits  of  as¬ 
sistance  payments  by  reason  of  his  in- 
cmne  increasing  to  an  amount  enabling 
him  to  pay  the  full  monthly  mortgage 
payment  by  using  20  percent  of  the  fam¬ 
ily  income. 

(2)  Foreclosmre  is  instituted. 

(3)  The  mortgagee  is  unable  to  obtain 
from  the  homeowner  (or  from  the  co¬ 
operative  association  on  behalf  of  the 
cooperative  member)  a  required  recerti¬ 
fication  of  occuiJancy,  employmoit,  in¬ 
come,  and  fsunlly  composition. 

(4)  At  such  other  times  as  the  Secre¬ 
tary  may  require. 

(c)  Effect  of  termUmtion  or  suspen¬ 
sion.  Upon  termination  or  suspen¬ 
sion  of  the  assistance  payments  con¬ 
tract,  the  payment  due  on  the  first  day 
of  the  month  in  which  the  termination 
or  suspension  occurs  shall  be  the  last 
payment  to  which  the  mortgagee  shall  be 
entitled;  except  that,  in  the  case  of  a  sus- 
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pended  contract,  payment  may  be  re¬ 
sumed  after  the  contract  is  reinstated 
pursuant  to  paragraph  (e)  of  this  sec¬ 
tion. 

(d)  Noneffect  on  mortgage  insurance 
contract.  The  termination  or  suspension 
of  the  assistance  payments  contract, 
where  the  mortgage  insurance  contract 
is  not  simultaneously  terminated,  shall 
have  no  effect  on  the  mortgage  insurance 
contract. 

(e)  Reinstatement.  Where  the  assist¬ 
ance  payments  contracts  is  suspended. 
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it  may  be  reinstated  by  the  Secretary  at 
his  discretion  and  on  such  conditions  as 
he  may  prescribe. 

§  235.499  Effect  of  amendments. 

The  regulations  in  this  subpart  may  be 
amended  by  the  Secretary  at  any  time 
and  from  time  to  time,  in  whole  or  in  part, 
but  such  amendment  shall  not  adversely 
affect  the  interest  of  a  mortgagee  under 
an  existing  contract  for  assistance  pay¬ 
ments.  The  effective  date  of  these  regula¬ 
tions  is  January  5, 1976. 


(It  is  hereby  certified  that  the  economic 
and  Infiation  impacts  of  thi«  regulation  have 
been  carefully  evaluated  In  accordance  with 
OMB  ClrcTUar  A-107.) 

Issued  at  Washington,  D.C.  on  De¬ 
cember  31,  1975. 

David  S.  Cook, 

Assistant  Secretary  for  Housing 
Production  and  Mortgage 
Credit-FHA  Commissioner. 

[PR  Doc.76-174  PUed  1-6-76:8:45  am] 
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